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MUTUAL SECURITY ACT OF 1959 


THURSDAY, APRIL 23, 1959 


U.S. SENATE, 
CoMMITTEE ON ForetGn RELATIONS, 
Washington, D.C. 

The committee met, pursuant to call, at 10:40 a.m., in executive ses- 
sion, in room F-53, U.S. Capitol Building, Senator J. W. Fulbright 
(chairman) presiding. 

Present: Senators Fulbright, Green, Sparkman, Mansfield, Morse, 
Lausche, Hickenlooper, Langer, Aiken, and Capehart. 

Also present: Col. Richard W. W hitney, USA, Chief of Foreign 
Military Assistance, Plans Division, CINCPAC; Comdr. James S. 
Elkins, Aide-de-Camp to Admiral Felt; Col. D. C. Sweger, USA, 
Chief of Military Assistance, Logistics Division, CINCP£ AC: Sterling 
Cottrell, Political Adviser to CINC PAC; John N. Irwin II, Assist- 
ant Secret tary of Defense for International Security Affairs; Monroe 
Leigh, Assistant General Counsel, Office of the Secretary of Defense; 
Charles Quinn, Office of Programing and Control, Office of the Assist- 
tant Secretary ‘of Defense (1S: A); Capt. Thomas F. Howe, USN, Far 
East Region, Office of the Assistant Secretar y of Defense (IS A): ; and 
William T. McCormick, Far East Division, Office of the Assistant 
Secretary of Defense (ISA). 

The Cuarrman. The committee will come to order. 

Admiral, the Senate is in session right now and it is difficult to get 
all of the members of the committee here. 

As you know, we were very anxious to take advantage of your 
presence while you were here to testify on the House side, so we called 
this meeting rather on the spur of the moment. Our hearings on 
mutual security do not actually open until May 4, but we are trying 
to suit our schedule to your convenience, since you were already here. 
You are very kind to come and give us the advantage of your knowl- 
edge of this matter at this time. 

I know that some other members are planning to be here, and they 
probably will come in shortly. 

I understand you have a prepared statement you would like to 
make, and that then you will submit to questions. 

Admiral Fer. Yes, sir. 

The Cuatrman. So I think we had better start, in the interest of 
saving time, because everyone’s schedule is crowded now. 

As I said, the Senate is in session and we may have to adjourn at 
any minute to answer a rollcall. But if that happens you may be 
assured we will return as soon as possible. 

Now, Admiral, we would appreciate it if you would start. 











2 MUTUAL SECURITY ACT OF 1959 


STATEMENT OF ADM. HARRY D. FELT, USN, COMMANDER IN CHIEF, 
PACIFIC 


Admiral Freir. Thank you very much, Senator Fulbright. Be- 
fore I start reading my statement, may I say that I appreciate very 
much your letting me appear before you at this time, and thus making 
it unnecessary for me to make another trip all the way back from 
Hawaii. 

I really do appreciate it. 

Mr. Chairman and members of the committee: I welcome the op- 
portunity to appear before you so that I may try to express my 
beliefs in regard to the military assistance program and its im: 
portance to the securi ity of the United States. 


RESPONSIBILITIES OF PACIFIC COMMAND 


As Commander in Chief Pacific, my mission is to support U.S. 
policies in my area and to defend the United States from armed 
attack launched from the Pacific. As part of these responsibilities, 
I am charged with command and direct supervision of the military 
assistance programs in Korea, Japan, Republic of China, South Viet- 
nam, Cambodia, the Philippines, and Thailand. 

My basic problems are these: How to deter the outbreak of war 
and how to stop it, or win it, if it should be started by armed aggres- 
sion on the part of the Communists. 

My greatest strength is the capacity _ wage war contained in the 
divisions, fleets, and air wings of the U.S. Armed Forces which are 
assigned to my operational command. ‘Built into the concept for 
their possible use is a good balance between offense and defense. My 
forces are significant factors in fighting the cold war and have the 
necessary versatile readiness for brush-fire actions, limited wars and 
all-out general war. They are responsive to the many situations 
which arise and which can be visualized in the vast area served by the 
Pacific and Indian Oceans. They are mobile, as they must be, to 
cover and support U.S. interests in that part of the world. 


MUTUAL DEFENSE ALLIES IN PACIFIC AREA 


This strength—great as it is and characterized by the striking power 
of carrier task forces, amphibious assault and tactical air bombers—is 
notenough. We must be able to project our power forward and main- 
tain a significant part of it in the Western Pacific rather than accept- 
ing a concept of close-in home defense. 

This we have been able to do because we have become allied with 
other free peoples and because they are geographically situated con- 
tiguous to or just offshore of the C ommunist bloc. Tremendous ly 
significant to our strategy is the fact that over 300 million free people 
live in the peninsulas of Korea and southeast Asia and in the island 
chain extending through Japan, Taiwan, the Philippines, Indonesia, 
Australia, and New Zealand. All of these foreign peoples are fr iendly 
tous. Most of them are linked to us by treaties or military agreements. 
Some have given us the use of operational and logistics bases and have 
thus enabled us to carry out a forward strategy in ‘defe nse of the United 
States and in support of our national policies in the area. 
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The free Asians want us there alongside of them. They understand 
thoroughly the significance of our Air Force units stationed along 
the chain. They appreciate the war deterrent argument represented 
by U.S. Marines in Okinawa and U.S. Army divisions in Korea. They 
know the 7th Fleet ships paying calls at their ports are reassurances 
of U.S. friendly power. 


SECURITY REQUIREMENTS OF PACIFIC COUNTRIES 


Our forces deployed to the Western Pacific can satisfy only in part, 
however, the security requirements of these countries. In other words, 
realization of a forward strategy for employment of U.S. forces is 
still not enough. Since surely it is to our interest that our Pacific 
allies not be destroy ed by the Communists, they must have strength of 
their own to survive. { am convinced that the fundamental need is 
for them to have an appropriate amount and kind of military strength. 

A reflection on history makes a point, I think. Located in my area 
of interest are 10 nations who were born or reborn after World War IL. 
Some of them have fought bitter battles against direct armed attack 
by the Communists and against armed C ommunist rebels within their 
countries. Although two of them—Korea and Vietnam—are divided, 
none have been lost to the free world. U.S. assistance made this 
possible. Our aid saved these nations. 

Another point is made by the Taiwan experience of last year. Here 
was another testing ground to see if U.S. preoccupation with Europe 
and the Middle East would reveal an unwillingness or inability to 
react to aggression in another part of the world. The response of the 
United States and the failure of the Communist armed probe is 
recorded history. 

The CuatrMan. Pardon us just a moment, Admiral. We want to 
welcome our chairman emeritus back to the committee. 

Senator Green, this is Admiral Felt, and he has just started his 
statement. 

Senator Green. It is nice to be back now with the committee. Good 
morning, Admiral. 

Senator Lancer. Could I ask a question ? 

The Cuatrman. Certainly. 

Senator Lanerer. You have used the term “western Pacific.” Just 
what do you mean by “western Pacific” ? 

Admiral Ferrr. All of the Pacific west of the Hawaiian Islands. 

Senator Lancer. Thank you very much. 

The Carman. All right, Admiral, you may continue. 

Admiral Fruit. I will start back at the beginning of the paragraph, 
if I may. 

The Cuatrman. Fine. 


REBUTTAL OF COMMUNIST AGGRESSION IN THE FORMOSA STRAITS 


Admiral Feir. Another point is made by the Taiwan experience of 
last year. Here was another testing ground to see if U.S. preoccupa- 
tion with Europe and the Middle East would reveal an unwillingness 
or inability to react to aggression in another part of the world. ~The 
response of the U nited States and the failure of the Communist armed 
probe is recorded in history. I wonder, however, if people read it 
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carefully enough to realize that it was direct action by the Republic 
of China which actually contained aggression in the strait area. 
Armed Forces of the United States were able and ready if the Com- 
munists forced an issue of principle. But it was unnecessary. ‘The 
Republic of China found ways to defend their offshore island with 
their own soldiers, sailors, and airmen. And why? Because America 
had provided the right kind of material aid and a superior brand of 
training aid to the Chinese Nationalist armed forces. 


REVIEW OF EVENTS IN WESTERN PACIFIC IN PAST DECADE 


The conclusion which I draw from a review of events in the western 
Pacific during the past decade is that the survival of free peoples in 
that area has been due to the development and maintenance of adequate 
armed forces. This has been a mutual affair. Strong, mobile U.S. 
forces have been at the vital points of decision when they were needed. 
Equally important is the fact that indigenous armed forces have fought 
their battles successfully. These latter could not have fought success- 
fully, or in some cases even have existed, without our military assist- 
ance programs. Survival of millions of people—the denial of tre- 
mendous economic assets to the Communists—retention of social, cul- 
tural, and religious ways of life held dear by our Asian friends— 
these are the dividends paid back on our military assistance and defense 
support investments. 

Well, that is the history of a successful venture. What about the 
future? 


MILITARY SECURITY PREREQUISITE FOR ECONOMIC PROGRESS 


Some critics of the military assistance program believe that more 
emphasis should be placed on economic and social aid, with a cor- 
responding decrease of emphasis on our military assistance. They 
believe that greater stability for the future will be had by these means. 
I concur in principle. Certainly we need stability in the Far East and 
southeast Asia. Only an economically viable nation can support its 
own defense structure. I must agree that weapons and military equip- 
ment do not provide visible benefits to needy populations such as are 
provided by schools, hospitals, agricultural and industrial equipment. 
I must comment also, however, that education, health, crops, and 
economies do not flourish without security. 


COMMUNIST THREAT 


The Communist propaganda line that we can live in an atmosphere 
of what they call peaceful coexistence is a snare and a delusion. The 
line has the objective of lulling free people into stacking their arms 
and relaxing. They, that is, the Communists, would have us believe 
that the hard Communist tactics have been abandoned completely 
and forever. They would have us forego a forward strategy and 
bring the 7th Fleet back to home waters. They would have us ignore 
and forget the hard line they followed in the Taiwan Strait and in 
Tibet. They bank on free peoples being gullible and soft. 

We cannot afford to be so. We must recognize that legal political 
actions taken by the Communists under the guise of peaceful coexist- 
ence have for their goal the subversion of existing authority. The 
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Communist objective is penetration of the government apparatus in 
each of the free nations to build up a voice in national affairs, and 
finally, eventual overthrow of the established government. This is 
intrusion on the sensibilities, rights and safety of freemen. Their, 
the Communists’, basic requirements are two: That we relax, and 
that the coexistence tactics be backed up by Communist military 
might. This armed force is held in leash now but only temporarily. 
It 1s awaiting a series of D-days when armed action may be required 
to complete political actions to effect final and direct destruction of 
free societies. 

Actually, therefore, the prospect for the future is one of danger 
and threat to our existence. It is one which calls for firmness and 
progress. We must move forward—not relax. 


NEED IN AREA FOR U.S. MILITARY ASSISTANCE 


I am reminded also that Korea, Japan, Taiwan, the Philippines 
and southeast Asia are prizes coveted by the Sino-Soviet bloc. ‘The 
security interests of these nations are woven into the strategic pat- 
tern of our own safety and self-interests. 

In all of these countries, we find subversive threats organized and 
working assiduously at acquiring greater voice in governmental af- 
fairs. Rebellion and armed bandits under Communist leadership 
have not been wiped out altogether in the Philippines and southeast 
Asia. To combat these threats—subversion and insurgency—na- 
tions must possess the means to maintain internal order and to pre- 
vent infiltration of contraband. 

During the critical tomorrow, while these nations are striving for 
political cohesion and economic viability, their armed forces provide 
the sense of internal security which will give courage to free ex- 
pression of political belief and release from fear so that the farmer 
can work his land without being molested by bandits. To do this, 
they still need military assistance from America. 

Furthermore, the threat of Communist arms and invasion from 
outside is constant. Hungary is vivid in the minds of free Asians. 
Sois Kinmen. The difference, that is, the difference between Hungary 
and Kinmen, is that we can reach our friends in the Western Pacific 
quite readily, and have proved that we will come to the assistance 
of a friend in trouble. 

Senator Mansritecp. What do you mean by “Kinmen”? The off- 
shore islands? 

Admiral Fretr. Quemoy, the Chinese call it Kinmen, now, the two 
big islands, the offshore islands we were concerned about last August, 
September, and October. 

All we ask in return is that they provide means to assure their 
own internal security, to deter overt armed aggression, and to retard 
it if it occurs until the support of the United States and the free world 
can be brought to bear. Some of the means can be and are provided 
by these nations for themselves, manpower being the outstanding 
example and perhaps the most precious military asset. Material 
things which they do not have, we supply. We train their manpower 
in the use of the things we provide and which they need to maintain 
internal security, wipe out banditry and provide a reasonable deterrent 
to Communist armed excursions across local borders. 











6 MUTUAL SECURITY ACT OF 1959 


REVISIONS IN THIS YEAR’S MUTUAL SECURITY PROGRAM 


During recent months, I have reexamined our programs to make 
sure they are consonant with my strategic plans. Some of them, I 
mean, some of our programs, are being reshaped to fit the facts of 
future life as I see it and have tried to describe for you. In the 
case where a country is sufliciently economically and industrially 
developed to do so, I can hope that the burden of supporting their 
military forces will be taken up by that country. In other cases, our 
military aid and assistance will be needed for a long time. In some 
cases, 1 can see long-range opportunity to reduce the size of military 
establishments, provided we have the understanding, foresight, and 
perseverance to qualitatively improve the forces involved. 


PACIFIC ALLIES’ FAITH IN THE UNITED STATES 


I have had many talks during these recent months with the civil and 
military leaders in all of these countries and have kept in constant 
touch with developments through our Ambassadors and the Military 
Advisory Groups. My outstanding impression is the faith of our 
Pacific allies in the United States. They knew we were strong. 
They found out last fall that, we hold dear our principles and are 
willing to fight for them. 

They are proud of their own growing strength to resist communism. 
And they have faith that we will not let down on our support of them 
and sacrifice their freedom. I believe, gentlemen, that their faith is 
worth preserving. If our forward strategy fails—if the offshore island 
link is broken—if the resistance of freemen in southeast Asia to com- 
munism is breached—if, in other words, we jeopardize the security 
of our friends by withholding the means for its maintenance and im- 
provement—the position of the United States will indeed be very 
insecure. 

The Cuarrman. Thank you very much, Admiral. 


LIKELIHOOD OF LIMITED WAR OUTBREAKS IN PACIFIC AREA 


Admiral Freir. Mr. Chairman, would it be all right if I made some 
extemporaneous remarks ? 

The Carman. Certainly. 

Admiral Fer. I wonder if the committee would be interested in my 
idea as to what the armed threat really is in my area of the world. 

The Cuarman. Wecertainly would. 

Senator Lancer. Would the Admiral like to have this off the record, 
Mr. Chairman ? 

Admiral Fert. I don’t think this need be off the record, sir. 

First I would like to say that, unlike Europe where I believe people 
have said the primary, if not the only threat, is general war, I live in 
an area where the probe is fashionable. I live in an area where brush 
fire, or limited wars can break out and be fought, can be kept limited 
by their political objectives, and so forth, and not necessarily develop 
into general war. 

I live in an area which is not really regionally cohesive, as is the 

NATO area in Europe. 

It is true, as you gentlemen know better than I, we have many 
treaties, security treaties, and military agreements between ourselves 
and various nations, but there is no big regional organization. 
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Now, what I would like to show you gentlemen is a series of charts. 
I have some handouts, copies of these if you would like them. Would 
you like that ? 

Senator SPARKMAN. Yes. 

Senator Lauscne. Yes, sir. 

(The charts referred to are classified and in the committee’s files.) 


SOVIET THREAT TO JAPAN 


Admiral Freir. What I am trying to depict here is the immediate 
threat, the threat in the immediate area of some of our friends and 
allies. 

First, Japan. Now, the threat is from the Soviet Union in this 
case, the maritime provinces across the Japan Sea. 

The Russians have a number of divisions, combatant ships, and a 
sizable number of aircraft. | Deleted. | 

Senator GREEN. As of what date is that ? 

Admiral Frerr. As of now, sir. 

These jet aircraft, of course, are a mixture of defensive fighters and 
jet bombers. 

Now, on our side, the Japanese themselves, that is, the JSDF, Japa- 
nese Self Defense Force have a smaller number of divisions, only a 
few combatant ships and minor number of jet fighters. [ Deleted. | 

U.S.—the 7th Fleet uses bases in Japan. 

The U.S. Air Forces have [deleted] jet aircraft and some other 
tactical aircraft that are not jet, like troep carriers and air refuelers. 

Also based in Japan are some of our Marine aircraft, a Marine air 
wing | deleted |. 

Now, numberwise, that looks bad. We are not trying to meet the 
Russians number for number, as you well know. Our objective is to 
create in the mind of the Soviets a feeling that if they tried something 
they would get awfully badly hurt. 

Senator Arken. Did the Sidewinder have a psychological effect on 
them / 

Admiral Frerr. Oh, yes, very much so. When we get to Taiwan we 
will cover that, yes, sir. 

Senator Arken. Thank you. 

Admiral Feit. You notice, I just said the 7th Fleet. The 7th Fleet 
does not maintain itself off Japan. [Deleted.| It cruises up and 
down the whole island chain. 


THREAT TO SOUTH KOREA 


Next is in Korea, where we have a suspended state of war; where 
we have a demilitarized zone, and two armies facing each other across 
a demilitarized zone. 

The North Korean Army consists of [deleted] army divisions, a 
small ine paneer al navy, but, significantly, a sizable number [de- 
leted | of jet aircraft, all brought in since the armistice, in violation of 
the : armistice, and on fields which have been built since the armistice. 

This is a significant airforce. These are North Koreans. 

Now, the Chinese Communists, although they have retired out of 
North Kore: 1, have retired only just across the border in Manchuria, 
and they have to be considered because they can very quickly come 


back, and you can see here where a very large number [deleted] are 
located. 
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Opposing them, deterring war, or further outbreak of war in Korea, 
is the ROK Army. [Deleted.] A good army, an excellent army, 
trained by us, one of the best armies in the world; a very small navy, 
coastal type of navy, one division of ROK marines, and a very small 
air force, | deleted] jet fighter squadrons and some other planes. 

Now, those figures, I think, depict the vulnerability of South Korea 
to air attack. The United States maintains in Korea two divisions 
and other supporting forces. [ Deleted. | 

I’d like to point out at this time, gentlemen, the importance of those 
two Army divisions. People come to me and say, “Is it possible to 
remove those two Army divisions?” 

Well, of course it is physically possible. [ Deleted. | 

These Koreans will stand fast. They will fight for their country. 

[ Deleted. | 


KOREANS IN U.S. ARMY DIVISIONS 


Senator Mansrrevp. Admiral, how many Koreans do we have in 
these two divisions? 

Admiral Feir. In numbers of people? 

Senator Mansrrevp. Yes. They are not all-U.S. divisions, are 


they ? 

Lachine Feit. Do you mean in the two divisions? 

Senator MANsrFieLp. Yes. 

Admiral Freur. Yes, we do have some Koreans in those divisions, 
a sizablenumber. | Deleted. | 

Admiral Feit. They were put in there originally to take care of 
housekeeping and logistics. Now they are also a part of the combat 
elements. 

[ Deleted. ] 

The concept originally was one of mixing Koreans into the divi- 
sions to assist with the logistics, and housekeeping chores, so that the 
rest of the division could be pure combat. Because of personnel re- 
strictions on the U.S. Army, they have gradually put more and more 
Koreans into these divisions. 

Senator Mansrretp. You mean personnel restrictions back here 
which have meant the reduction of the Army from 925,000—— 

Admiral Feur. Yes; correct. 

Senator MansrieLp (continuing). For the last fiscal year to 875,000 
this fiscal year? Substituting Koreans is one of the ways we are 
taking up the slack ? 

Admiral Frerr. That is correct, sir. Personnel limitation is put 
on the Army here in Washington, and the Department of the Army, 
in taking their administrative actions, take steps like those. 

Senator Mansrretp. That doesn’t sound reasonable to me, or 
feasible. 

[ Deleted. ] 


TREATMENT OF KOREAN SOLDIERS SERVING IN U.S. DIVISIONS 


Admiral, do those Koreans get the same wages as American sol- 
diers? Are they entitled to the same veterans’ benefits as the American 
soldiers ? 

Admiral Fer. I’m sorry, sir; I can’t answer that. 
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Captain Howe. They are in the Korean Army. They get the same 
rations when with our troops and that sort of thing, but they are in 
the Korean Army. 

Senator Mansrietp. They don’t get the same pay; they are not en- 
titled to the veterans’ benefits, even though they are members of U.S 
Army divisions ? 

Captain Howe. They are not members of the U.S. Army, but mem- 
bers of the Korean Army. 

Senator Mansrrevp. Attached to our divisions. 

The CHarrMan. Just for the record, you know the Congress is not 
responsible for that decrease in the Army. 

Senator Mansrretp. Or the Marines, the Navy, the Marine Corps, 
or the National Guard. 

Senator SparkMAN. Or the Reserves. 

The CuarrmMan. [assume you know all that. 

Admiral Feir. May I say also for the record, Mr. Chairman, that 
this situation is not ne essarily created by setting this overall per- 
sonnel ceiling. It is the way the pie is div ided. I would like to have 
a little bit more of the share of the pie in these two divisions. 


CHINESE COMMUNIST MILITARY BUILDUP 


Now, Taiwan: Across the Taiwan Strait from Taiwan is a Chinese 
Communist Army well equipped by the Soviets [deleted]. They are 

gradually building up a navy, and it is getting to be a fairly good one. 

In this navy we now find [deleted] submarines, plus an assortment 
of amphibious patrol and coastal vessels. I think it is interesting also, 
gentlemen, to notice that in this navy is the naval aviation which is 
equipped with modern jet fighters and bombers. 

[ Deleted. | 

And an air force, which is a good air force, equipped with Soviet 
high-performance airplanes. 

[ Deleted. ] 

This is the threat we have to think of every day out there. 

Senator Mansrretp. Admiral, are the ports of Foochow and Amoy 
still bottled up ? 

Admiral Feir. Oh, no; I wouldn’t say they are bottled up, sir. The 
ships go in and out of there all the time. If a Chinese Communist 
ship goes in and out the Chinese Nationalists on Kinmen take a shot 
at them, but they are not bottled up; there is commerce going in and 
out of there. 

Senator Mansriep. But, strategically, they could be bottled up in 
a hurry. 

Admiral Feir. Let’s say it is sort of a standoff now. The Chinese 
Nationalists certainly have some artillery and some powerful and good 
artillery on the Kinmen Islands. On the other hand, there is a ter- 
rific fortification on the mainland side. [ Deleted. | 

Well, on our side in Taiwan the Chinese have their [deleted] army 
divisions, a few [deleted] combatant ships, plus some amphibious and 
small craft; a marine division and an air force which is | deleted | 
smaller than the Communist Air Force, equipped with aircraft that 
are, performancewise, not as good as the MIG’s which the Soviet 
have provided the Chinese Communists, but trained much better. 
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And, you know the results of last fall, when they had a consistent 
record of shooting down MIG’s. 

The Cuatrman. Why do the Soviets provide better planes than we 
do? Don’t we have planes as good as theirs? 

Admiral Frur. Well, the MIG series came along a little ahead of 
our series. We are now starting to provide the Chinese with [deleted] 
other aircraft. Itisaslow program. This is one of the reasons why 
we think that the military assistance budget and our allocation of it 
isn’t quite adequate this year. 

On the U.S. side, I have put in here Okinawa, because Okinawa is 
in close support. We have part of a Marine division in camp there 
[deleted]; some other units; and we have the 7th Fleet in support, 
and certain jets in Okinawa, and back in Guam. 

[Deleted.] Numberswise, again we are very much inferior to the 
Chinese Communists, but in strength, sufficient to deter them from 
kicking off a king-sized war. 

Senator Lauscugr. Mr. Chairman. 

The CuarrMan,. Yes. 


SOUTH KOREAN AND NATIONALIST CHINESE ARMED STRENGTH 


Senator Lauscue. First, with regard to Korea, what is the aggre- 

gate number of armed forces in the different branches that South 
Beoua has? 

Our chart shows divisions. 

Admiral Frerr. Yes. 

Senator Lauscue. But what is the number of South Korean armed 
forces ? 

Admiral Fer. I think I have that here in numbers, sir. Do you 
have it there, Colonel Whitney ? 

{ Deleted. | 

Senator Lauscusn. Now, the same question with regard to Taiwan. 

Admiral Feuir. Do you have the Taiwan figures there ? 

Colonel Wurrney. I have those here somewhere. 

Admiral Fexr. I can give you the figures, sir: [Deleted]. 

Senator Lauscne. Good enough. 

Admiral Fer. All right, sir. 

May I goon to the next chart ? 

The CHarrMan, Yes. 


SOUTHEAST ASIAN PENINSULA 


Admiral Frit. The Southeast Asian Peninsula. 

Before I talk about the figures involved here, I think it is interesting 
to take a look at the geography again and notice the position of Laos. 
This is the one labeled “South Vietnam-Laos-Thailand.” 

Notice the position of Laos, outflanked, with the Viet Minh threa 
on the east, northeast, and the Chinese Communist threat on the w “a 
northwest: The Viet Minh, an army of [deleted] considerable size, a 
small coastal navy; [deleted] people, and no combat aircraft. 

This is significant. 

Senator Mansrietp. That [deleted] number referring to people 
means personnel ; doesn’t it? 
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Admiral Fretr. Yes, sir, personnel. 

Senator Mansrievp. And craft? 

Admiral Frir. Yes, sir, a hodgepodge of craft, a very small navy. 

The significant thing here is that there is a very strong Viet Minh 
army facing the South Vietnamese. And again here isa divided coun- 
try, suspended war, facing each other across a demilitarized line. 

Also, they are in positions to infiltrate almost at will into Laos to- 
ward the west, and then over on the other side, on the Thailand 
border, the Chinese Communist forces [deleted] with a strong jet 
air force. 

Now, what can we muster in these little countries down here, these 
countries that are determined to stay free 4 

In Vietnam, we have got a good army. This army has been created 
since the Indochina war, [deleted], and our chief MAAG down there 
is how reorganizing them for the particular purpose of fighting war 
in that kind of area. In other words, we are reorganizing them so they 
are not built in the image of U.S. divisions, but are being built to doa 
job in their own country [deleted |. 

There is a very small coastal type of navy and an air force that is 
quite small. 

In Laos [deleted], a very small army; navy, none; and an insignifi- 
cant air force. 

Thailand, [deleted], a small army, and a little coastal navy and 
again, a small air force. 

| Deleted. | 

MOBILE U.S. FORCES IN WESTERN PACIFIC 


In support, again the 7th Fleet, and, gentlemen, the U.S. Air Forces, 
which are deployed throughout the Western Pacific on this island 
chain and have developed quite a bit of mobility. We tested this out 
in Taiwan last fall, and from the U.S. Air Forces on this island chain, 
I can pick up a little foree that can be put into Southeast Asia, pro- 
vided there are facilities available for them to operate from. 

This was one of the beauties of the experience last fall where I 
picked up the Marines and some of the Air Force and put them into 
Taiwan. There were ready-built facilities available for them, austere, 
yes, tents and huts and things like that, but airstrips that were ade- 
quate for jets. 

Senator SparKMAN. Do we have any facilities in that area ? 

Admiral Freur. [ Deleted.| We have under construction [deleted | 
additional fields that will be marginal | deleted |. 

Now, in summary, and I do not believe I have a summary there in 
your handout, but just let me go over this rapidly. 


ARMED STRENGTH OF UNITED STATES AND ALLIES 


In terms of personnel, under my operational command are [ deleted | 
the U.S. forces assigned to the Pacific and our allies, 1.8 million, in 
contrast to the Communist 4.2 million. 

[ Deleted. | 

Now, it would appear that that was pretty even-stephen in terms 
of numbers of combatant ships, but it is not. In our 7th Fleet we 
have power that these fellows cannot dream of using, in the form of 
carriers and task forces, which they do not have. 
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Then I have got some figures here on the minor types of ships. 
| Deleted. ] 

Senator SparKMAN. Are their | deleted] aircraft comparable to ours 
so far as effectiveness is concerned ? 

Admiral Fetr. | Deleted. | 

Now, of course, the MIG’s are fighters—and bombers, that is sig- 
nificant, there are more fighters than bombers. 

Senator Lauscue. Is it fair, to assume that the disproportion in 
strength | deleted | is considerable ? 

Admiral Feur. No, sir; that is just the numbers, but there are other 
factors, very important factors, involved : training, for instance. J] 
was asked the other day, for example, what this meant in terms of 
general war. Well, in case of general war, my forces are capable of 
making a very significant contribution. We have atomic delivery 
sapability i in our carrier aircraft, and also in our 5th and 18th Air 
Force aircraft which are deployed out in the western Pacific. We 
work very closely with SAC, and we understand and appreciate that 
SAC is absolutely essential in this business of deterring general war. 
We work everyday in our planning with SAC. 

Senator Lancer. Would you explain that, sir? I didn’t quite get 
what you said. 

Admiral Ferr. We work closely with SAC every day, coordinat- 
ing our planning with SAC, in determining which target should be 

SAC’s, which target should ’be ours, and all the details of planning 
that have to go into this matter. 


AIR POWER AND DANGER OF SUBVERSION IN PHILIPPINES 


Senator Mansrrevp. Admiral, you mentioned Korea, Taiwan, 
Guam, Thailand and the former Associated States of Indochina. 
Haven’t we got some air strength in the Philippines as well ? 

Admiral Fetr. Yes, sir. I did not make a chart on the Philippines 
for this reason: They can probe and we could have a limited war in 
those places which I used as examples; Korea, Taiwan and the 
Southeast Asia Peninsula. 

If they attack the Philippines we are in bigger trouble. I cannot 
visualize the Philippines being attacked in any situation short of a 
general war situation. The Philippines are pretty far removed from 
the threat. The threat in the Philippines today is subversion, 


[ Deleted. | 
COMMUNIST, PROBES 


Senator ArkeEN. What about the threat to Laos or Vietnam? 

Admiral Fexr. Of course I have to think about what. possibly 
might happen this spring or summer if the Soviet bloc decides to 
probe again out in my area. 

They probed in Taiwan because possibly they thought we were 
weak there and had mustered all our forces over in Lebanon. And, as 
I look at the situation I think it is possible that a similar diversionary 
effort might be attempted in connection with the Berlin situation. 


[ Deleted. | 
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te: Senator Arken. When the Prime Minister of Vietnam was here 
. | last summer, he indicated that the Communists were maintaining such 
urs | a large army [deleted] in north Vietnam, that in all probability they 
would either have to attack or draw in their uorns somewhat within 
sal 3 years time, because they could not stand the pressure on their 
= | economy. 
; Do you have anything on that? 
= Admiral Freir. Well, the tune changes. 
al [ Deleted. ] 
7 There is such deep animosity between Vietnam and Cambodia. The 
f animosities go back centuries between Cambodia and Vietnam. 
a Senator Arken. What do you think is the logical size of the force 


il that the South Koreans should maintain, or that we should help main- 
4 tain there ? 
Vo Admiral Feur. | Deleted.] General Decker, who is responsible for 


i the defense of South Korea, estimates that a larger force is required. 
_ | Deleted. ] 


= This is something General Decker is studying now, and I do not 
- wish to express an opinion on it, because I think the man on the spot, 
> who has got the responsibility for defense, is the one who should 
at give us his advice on the point. 

ng | QUESTION OF CIVIL ADMINISTRATION IN OKINAWA, AND U.S.-OKINAWAN 


RELATIONS 


The CHarrman. Admiral, I have a telegram here about which I 

feel I ought to ask you a question. It comes from Okinawa and is 

- signed by L. J. Krebs, editor and publisher of “This Month In 
“Okinawa. 


na, x 
I would like your comments on it. I do not know Mr. Krebs. 
~ Youmay know him. His telegram reads: 
> 
in Your aid is requested in securing a civilian civil administrator for Okinawa, 
he America’s most vital Asian base now that the transfer of present civil admin- 


istrator Gen. Vonna Burger has been announced. The most potentially serious 
public relations problem in Okinawa today stems from the fact that 14 years 
10t after the occupation began the civil government is still headed by a military 
rif man. Regardless of how good a job a general in this position does, he inevitably 
becomes the symbol of military occupation and seriously jeopardizes Ryukyuan- 
ym Pr . * % ; = 
American relations as well as the American image throughout the Far East. 
It is to the ultimate good of the Army and the United States to put either a 
Department of the Army civilian in this job or someone of national stature. 
Though opinions expressed herein are purely personal, they are based on 6 
years on Okinawa, both as military and civilian and my daily duties with 
the working and visiting press in the capacity of Time-Life International, 
and New York Times stringer, as well as editor and publisher for 4 years of 
Okinawa’s largest English-language publications. These views are shared 
Ly by virtually all thoughtful Okinawans and Americans here. 
to L. J. KREBS, 
Editor and Publisher, “This Month in Okinawa.” 


re Admiral Ferr. I can’t place the gentleman, Mr. Chairman, but 
as | let me say this, that relations in Okinawa have never been better. 
ry | They are the best that they have ever been. As you know, there has 
m. | been a lot of discontent over the land compensation problem. This 

has been settled within the past year. The Department of the Army, 
I think, made a very sound decision. It has been settled to the satis- 
faction of all the Ryukyuans. I go there and am amazed at the 











14 MUTUAL SECURITY ACT OF 1959 


development in Okinawa. Of course I remember Okinawa during 
the war, and Okinawa is still not self-sufficient, economically, but it 
is making progress. 

I believe, from the reports given to me, that the local Ryukyuans 
are content with their lot. 

Now, Okinawa is essential to our defense in the Western Pacific, 
{ Deleted. | 

I believe that the current system of administration should be main- 
tained. [ Deleted. ] 


DEFENSE OF OFFSHORE ISLANDS 


The Cuarrman. Admiral, there are one or two other questions, 


and our time is getting short. I don’t wish to belabor this point, but 


just for the record I want to ask: From the military point of view, 
is it wise to try to defend the offshore islands ? 

{ Deleted. | 

If the Red Chinese tried to invade Formosa, would they not bypass 
(Juemoy ¢ 


Admiral Frtr. No, sir, I do not believe they would. I do not be- | 


lieve they could. They would have to take Quemoy first. 


The Cuatrman. Have we asked Chiang to withdraw some or any | 


of his forces from Quemoy ? 
Admiral Fetr. May I go off the record, sir? 
The CHatrMan. Yes. 
(Discussion off the record. ) 


NEWS REPORT OF REDUCTION IN NATIONALIST FORCES 


Senator Mansrre.tp. Two weeks ago I saw a story in the press 
saying that there would be a reduction - Nationalist Chinese forces 
on the offshore island in return for more firepower, I believe. Is that 
story correct ? 

Admiral Frit. That was pure conjecture on the part of the news- 
paperman. 

Senator Mansrretp. You are aware of it? 

Admiral Ferr. Yes, sir; I am aware of that report in the newspaper. 

Senator Morse. On that point, Mr. Chairman, would you mind if 
I asked a question ? 

The Cuatrman. No. 


QUESTION OF PLACING NUCLEAR WEAPONS ON OFFSHORE ISLANDS 


Senator Morsr. Is it contemplated that we place on Quemoy and 
Matsu nuclear weapons and missile bases ? 

Admiral Feir. Do you mean by the United States, sir? 

Senator Mors. By the United States, 

Admiral Frit. The United States has no forces on these islands, 
sir. They are all Chiang’s forces, 

Senator Morse. Is it contemplated that we will give Chiang the | 
equipment for nuclear bases on Quemoy and Matsu ? 

Admiral Frerr. No, sir. 

Senator Morse. Missile bases ? 

Admiral Fer. No, sir. 

Senator Morse. All right. 
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U.S. RESPONSE TO ATTACK ON OFFSHORE ISLANDS 


The Cuairman. If Red China should reopen bombardment of 
Quemoy, say, next week, and should also interfere with the air sup- 
ply, but give no evidence of intent to attack Formosa, what would be 
the military response of the United States? 

Admiral Fey. Similar to the response last year, sir. 

In that situation we assisted very materially in training their peo- 
ple in the techniques of resupplying their islands so that they could 
continue and —T a defense of- 

The Cuatrman. I did not complete my question about defense 
of the offshore islands. | Deleted. } 

Admiral Fetr. [ Deleted. | 

The offshore islands are Chinese Nationalist territory. When an 
ally comes to us and says, “Will you come to my assistance,” there is 
a great principle involved, and I was pleased to see support from the 
highest levels in Washington for that principle last fail. 


COST OF QUEMOY CRISIS 


The Cuatrman. Admiral, have you ever calculated or do you know 
whether calculations have been made as to the total cost of the 
Quemoy crisis! 

Admiral Frtr. Yes, sir. | Deleted. | 

That includes the acceleration of the provision of material under 
the military assistance program, and also includes the additional o 
erational and maintenance costs over and above those that wou d 
normally be anticipated. 

The Cuamman. I may not have followed you correctly, but is it 
fair to say that the [deleted] figure which we have in the book includes 
the [deleted] figure that you mentioned, or is the [deleted] figure in 
addition to the | deleted | figure ? 

Admiral Fer. | Deleted.] I would think the figure in the book 
would include part of the [deleted | figure I mentioned. 

The Cuatrman. Would you please estimate what part [deleted] ? 

Admiral Fexr. I am sorry, sir, I can’t estimate it. 

The Cuatrman. Are any of your staff able to make such an esti- 
mate ¢ 

Admiral Feir. That [deleted] figure I mentioned includes provi- 
sion of equipment and also the operation and maintenance costs of 
forces. 

The Cuarran. As I understand it, then, your estimate includes 
the additional cost of forces in contr a to what the cost would have 
been in a situation which would have existed without any attack. So 
it would perhaps be difficult to bring your estimate down the way I 
have asked you to. 

Admiral Fer. I don’t have a breakdown, sir. 

Deleted. | 
he ROK Army has been trained by the United States. Many 
officers have been back here in the United States. There is almost 
a brotherly association between the ROK Army and the U.S. forces. 
Senator Arken. Mr. Chairman. 
The Cuarrman. Go ahead. 
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Senator A1xen. This is in connection with what you and Senator 
Sparkman were talking about. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT TO KOREA 


I notice the request for military assistance for the Republic of Korea | 
is [deleted] higher than it was last year. I was wondering what the 
[deleted ] additional amount would be used for. 

Admiral Fett. Is this Korea you are speaking of, sir? 

Senator SparKMAN. We are talking about the Republic of Korea, 
the amounts requested for military assistance, and for defense sup- 
port. 

Now, the defense support has stayed about the same year after year. 

What I am wondering is what the [deleted] additional military 
assistance request is to be used for, and if you anticipate the defense 
support costs are likely to remain the same annually for some years 
to come. 

Admiral Fett. May I answer this in general terms first, sir ? 

My problem in administering military assistance is that the forces 
involved were provided equipment after the Korean and after the 
Indochina war, which was picked up from those areas. All of it is 
becoming obsolete, and much of it is absolutely worn out. 

Now, when I make a plea for force improvement, I don’t mean 
IRBM’s and all of these glamorous things which we talk of in the 
European theater. I mean improvement, replacement of the weapons 
that a ground soldier uses in a conventional type of war. I mean also 
reasonably adequate air forces. 

Now in the case of Korea, you will remember the chart showed the 
status of Korea’s air defense. We visualize in this next year’s pro- 
gram that there will be some improvement. [ Deleted. ] 

That probably accounts for the increase in money that you were 
speaking about. 


[ Deleted. ] 


MOVING FORWARD IN MILITARY PREPAREDNESS 


The Cuarrman. I have just one other question. I am curious about 
a statement on page 5, next to the last paragraph. I will read it: 
Actually, therefore, the prospect for the future is one of danger and threat to | 


our existence. It is one which calls for firmness and progress. We must move | 
forward, not relax. 


What did you have in mind when you said “move forward”? How 
do we do this? 

Admiral Frerr. One example is this force improvement program 
which I think is so important. 

The CuatmrMan. You didn’t mean “move forward” for war in a 
physical, geographic sense ? 

Admiral Feir. Oh, no; I meant in our thinking and in the imple- 
mentation of our thinking in supporting this military assistance pro- 
gram, in being convinced that these people will never make any 
progress unless their security can be assured. 

| Deleted. | 

‘The CuarrMan. That is all. 

Any further questions from the committee ? 

Senator Morse. 
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POSSIBILITY OF NUCLEAR SHELLS ON ISLANDS 


Senator Mors. I would like to ask the admiral if the Nationalist 
Chinese weapons could shoot nuclear shells if we gave them such shells 
on Quemoy and Matsu. 

Admiral Frvr. Would you ask me that question off the record, 
Senator ¢ 

Senator Morse. Yes. 

| Discussion off the record. | 

You undoubtedly know, Admiral, that there is a great dispute about 
all the international law matters that you referred to by implication, 
and that is in part why we have this debate in the Senate in opposition 
to our defense of Quemoy and Matsu. 

Some of us would like to have international law determined by an 
international judicial body. We think that is the approach we ought 
to take, because we believe Chiang doesn’t have any more rights in 
Quemoy and Matsu than in Formosa. 


MOVING INSIDE 8-MILE LIMIT IN DEFENSE OF FORMOSA AND PESCADORES 


Senator Mansrietp. Mr. Chairman, just a few questions. 

Admiral, if Formosa and the Pescadores were attacked, would there 
be any question of our going inside the 3-mile limit in helping defend 
those areas ? 

Admiral Freir. We are frequently inside the 3-mile limit of For- 
mosa and the Pescadores. Our ships go in and out of there just like 
visiting any other country. 

Senator Mansrrietp. Your answer then is that there would be no 
question of our going within the 3-mile limit in defense of the Pes- 
cadores and Formosa if they were attacked ¢ 

Admiral Fer. It is our understanding there would be no question. 

Senator Mansrievp. In connection with the offshore incidents last 
year, am I correct in stating that we made it obligatory that our ships 
would not go within the 3 -mile limits of the offshores? 

Admiral Fer. That is correct, sir. We took the position that the 
Chinese themselves, if properly equipped : and trained, could resupply 
their islands, and we maintained our station out in the strait, and did 
not enter the territorial waters of the offshore islands. 

Senator Mansrievp. I raised this issue because Senator Morse has 
said that, as far as we are concerned, there is a question regarding the 
offshore islands by themselves and their relationship to the Pesca- 
dores and Taiwan. 

Of course, under agreement we are committed to help Chiang de- 
fend the Pescadores and Taiwan if he is attacked. But as far as de- 
fense of the offshore islands is concerned, as I recall, this is a some- 
what nebulous area and it is up to the President to determine what 
should be done there. 

Senator Morse. Will the Senator permit me? I want it definitely 
understood that no one is more strong in advocating the defense of 
Pescadores and Formosa than the Senator from Oregon. It has noth- 
ing to do with sovereignty, but it is a question of our rights arising 
out of World War II. It has got nothing to do with recognizing the 
sovereignty of Chiang. That should be determined, in my opinion, 
by the World Court, ‘and not by the United States of America. 
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SUPPORT OF MILITARY FORCES IN TALWAN, VIETNAM, AND KOREA 


Senator Mansriecp. Admiral, in your testimony at the top of page 
7 you state, and I quote: 

In the case where a country is sufficiently economically and industrially de- 
veloped to do so, I can hope that the burden of supporting their military forces 
will be taken up by that country. In other cases our military aid and assistance 
will be needed for a long time. 

Now, as far as the first part of that statement is concerned, would 
you say that Taiwan and Vietnam are sufficiently developed eco- 
nomically and industrially so that the burden of supporting their 
respective military forces can increasingly be assumed by those two 
countries ? 

Admiral Fett. In the case of Taiwan,no. The situation in Taiwan 
is improving. However, they are not economically capable of taking 
up the burden of supporting their own armed forces. 

In the case of Vietnam, President Diem makes statements that indi- 
cate perhaps, in the long term. 

Senator Mansrrevp. As far as Taiwan is concerned, is it fair 
to say that at the present time there is not a favorable balance of 
trade? 

Admiral Ferr. I think that is correct. There is not a favorable 
balance of trade. 

Senator Mansrteip. I will repeat the last part of your statement, 
and I am quoting again: 

In other cases our military aid and assistance will be needed for a long time. 

That, of course, refers to Korea which is not in any sense capable 
of becoming self-sufficient. 

Admiral Frerr. Yes, sir. 

Senator Mansrievp. Thank you. 

The Cuatrman. Any further questions ? 


EFFECT OF PREVENTING COMMUNIST TAKEOVER OF QUEMOY AND MATSU 


Senator HickeNn.oorer. I have one question I wanted to ask the 
admiral. 

Admiral Felt, with respect to the cost of recent activities in the 
Quemoy and Matsu area, is it possible to measure the dollar value of 


the action there which caused the Chinese Communists to fail to do the | 


job which they announced they were going to do, namely, to reduce 
those islands and to capture them ? 

Admiral Ferr. If I understand your question correctly, sir, is it 
possible to weigh the dollars against other benefits derived ? 

Senator Hickentoorer. Yes; benefits derived from the failure of 
the Chinese Communists to carry out their threats and do what they 

said they were going to do, especially in southeast. Asia. 

Admiral Fer. Perhaps I can answer it this way, sir: 

I was in southeast Asia last September. Leaders in southeast Asia, 
both military and civilian, came to me and said, “Thank God for 
America.” These people are under the gun down in southeast Asia, 
and if we had not upheld this prince iple, if we had retreated, they 
understood quite clearly that they could have been next, on the 
timetable. 
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Now, I think the dollars spent were—let me say it another way : 

We have, in fact, given the southeast Asians the courage to stand up 
to the Communists and that is worth many more dollars than we spent 
in the Taiwan fracas last fall. 

Senator HickENLoorrr. That is all at the moment. 


IMPORTANCE OF PROTECTING OFFSHORE ISLANDS AND REST OF FREE ASIA 


The Cuairman. Senator Lausche. 

Senator Lauscur. Senator Hickenlooper, in etfect, asked the ques 
tion that I wanted to ask. I was prompted to ask it because you 
seemed, in answering the question put to you by Senator Fulbright 
concerning the milita ary value of these islands, to say that militarily 
they are not essential, but for other reasons they have great meaning. 

Toss, then, may I ask you this: 

In the event we gave up Quemoy and Matsu, do you believe that 
would be the end of our trouble as far as Taiwan is concerned ! 

Admiral Frexr. No, sir. The Communists announced quite baldly 
and clearly that their “objective i is ‘l'aiwan. 

Senator Lauscne. Now, then, if we gave up Quemoy and Matsu, 
what, in your opinion, would be the impact upon the 300 million 
people living within these nations whom you say are inclined to the 
free world ? 

Admiral Frevr. I think that if we forced President Chiang to give 
up these offshore islands, it would be disastrous. The free Asians 
would then lose confidence in the United States and be inclined to 
make an accommodation with the Communists. 

Senator Lauscur. There has been some talk to the effect that we 
ought to discontinue our military relationships with some of these 
nations that seem to have inconsequential power and are now patently 
weak from a military standpoint. [Deleted. | 

What is your opinion about that suggestion ? 

Admiral Frur. I don’t think that we should limit the society of 
our friendship to people who are militarily strong. I think it is 
essential in the foreign policy of the United States ‘to do ev erything 
we can to keep those peoples free who want to be free. 

As I said there are over 300 million of these people, and if they, 
and their resources, go to the Communist side, it would be disastrous 
to our side. 

Senator Lauscue. What would happen to Laos and Thailand in 
the event, let’s say, we separated ourselves from them entirely? Is 
it hkely that we w ould be put under the gun of the Soviet? 

Admiral Freur. If we withdrew our support of Laos, they would 
be lost in a very, very short time. 

Senator Lauscur. What is -* situation in Thailand ? 

Admiral Frrr. | Deleted.| I don’t know whether Thailand could 
survive in this modern dog-eat-dog atmosphere we have today or 
not. Thailand has never been conquered, but there are subversive 
elements at work in Thailand now. 


[ Deleted. | 
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MUTUAL SECURITY PROGRAM IN WESTERN PACIFIC 


Senator Lauscue. This general question : 

With respect to our present program of mutual aid in the area 
which is under your command, what, if any, changes do you recom- 
mend that we make in it ? 

Admiral Fexir. I am recommending that we have a better under- 
standing of our objectives. Starting last fall I embarked on a pro- 
gram of writing down our ideas on the mission expected of the armed 
forces in these ‘countries, and the functions of the military assistance 
program in helping them to attain that mission. 

This is almost completed, and I am submitting my recommendations 
to the Joint Chiefs of Staff. 

When this is approved, our military advisory groups in these coun- 
tries will have a better understanding of what they are expected to 
do. 

Charges are made sometimes that we go into these countries and 
try to create forces in our own image. This should not be done. We 
should create forces in these countries to meet their own defense 
requirements. 

For example, in the Philippines, I found the Filipinos thinking in 
terms of World War II, trying to create a large army, and having no 
appreciation of the fact that if they are attac cked it would probably 
be by air. They had no appreciation of the importance of building up 
their air defense. [Deleted.] 

These are the i important things we are trying to do now. 

Senator Lauscur. That is all, Mr. Chairman. 

The Cuarrman. Any further questions? If not, Admiral, we are 
very grateful to you for having come and given your time to the com- 
mittee. I know that your testimony has been of great interest to those 
of us who are here, and that it will also be of interest when it is in- 
corporated into the record of this year’s hearings on the mutual se- 
curity program. 

Thank you very much. 

Admiral Fert. Thank you very much, sir. Once again, I thank 
you for letting me appear before you while I was in Washington this 
time. 

The CHatrman. I am very glad you could be here today. If we 
had had earlier notice we would have had an even better attendance. 

Thank you very much. 

The committee will now go into executive session. 

(Whereupon, at 12:40 p.m., the committee proceeded to the con- 
sideration of other matters. ) 
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MONDAY, MAY 4, 1959 


U.S. SENATE, 
CoMMITTEE ON ForREIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to call, at 10:30 a.m., in room 4221, 
New Senate Office Building, Senator J. W. Fulbright (chairman) 
presiding. 

Present: Senators Fulbright, Green, Sparkman, Humphrey, Long, 
Mansfield, Morse, Lausche, ‘Aiken, ( fapehart, and Carlson. 

The Cuarrman. Will the committee come to order. 

This morning the Committee on Foreign Relations resumes its hear- 
ings on the Mutual Security Act of 1959. The President in his mes- 
sage to eae of March 13, 1959, asked the Congress to authorize 
a program of $3.9 billion to promote military security and economic 
and political stability and progress. 

The committee has pending before it S. 1451 which I introduced by 
request on March 18. Several amendments to S. 1451 have been pro- 
posed and are also before the committee. We have been supplied 
with considerable documentation, much of which, however, is classi- 
fied. Details on planned programs for any country are available to 
committee members in the committee offices or will be brought to 
members at their request. 

Our first witness is C. Douglas Dillon, Under Secretary of State 
for Economic Affairs. Mr. Dillon is here as the administration’s 
spokesman on this legislation which many believe to be vital to the 
welfare of our country. 

Mr. Dillon has been nominated by the President to the post of Un- 
der Secretary of State. The committee may wish to hear Mr. Dillon 
on the matter of his confirmation at a later date. 

However, since he is with us this morning in person, we may observe 
Mr. Dillon’s general demeanor and capacity, bearing in mind his 
nomination is pending. | Laughter. | 

Mr. Dillon, I suggest you proceed with your presentation. I am 
sure members of the committee may wish after vour statement to 
direct certain questions to you. It is probable that the morning will 
be taken up in public session and, if so, that we will have exec cutive 
session beginning at 2:30, at which time Mr. Dillon can go into many 
of the matters which are not appropriate for discussion in open ses- 
sion. 

We are very glad to have you here, Mr. Secretary. You may 
proceed. 
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STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS, ACCOMPANIED BY JOHN 0. BELL, 
SPECIAL ASSISTANT TO MR. DILLON (MSA) ; AND PHILANDER P. 
CLAXTON, JR., DEPUTY ASSISTANT SECRETARY OF STATE FOR 
CONGRESSIONAL RELATIONS (MSA) 


Mr. Ditton. Mr. Chairman and members of the committee, I ap- 
preciate the privilege of appearing before your committee in support 
of the President’s request for the mutual security program for fiscal 
year 1960. 

I believe deeply that the compelling realities of the world around 
us make the vigorous and determined continuation of this program 
truly vital to the peace of the world, the survival of our country, and 
the lives of our people. 

I shall not review these realities now, because I know they are well 
understood by your committee. Moreover they have been fully and 
eloquently restated by the President in his message to the Congress, 
That message is before you and does not need repetition by me. 

I should like to proceed at once, therefore, to the program itself and 
to certain major aspects of it in which I think you may be particularly 
interested. 

THE PROGRAM FOR FISCAL YEAR 1960 


First, as to the program broadly. The Congress and the executive 
branch, working together through two administrations, have created 
in the mutual security program over the last 12 years a powerful 
instrument of national policy. It is an instrument not for war or 
the subjugation and enslavement of others, but for peace and the 
strengthening of freedom and the economic progress of all free na- 
tions. This instrument is tried and tested. It is successful. 

To continue the mutual security program effectively, the President 
is requesting for fiscal year 1960 an authorization of $3,930 million. 
For reasons which I will discuss more fully later, I would like to 
emphasize my opinion that this is a minimum program. In fact, a 
stronger case can be made for increasing than for decreasing it. 

“ach category in the program is built up out of specific needs 
for individual countries and activities. I hope the committee will 
not take action to reduce any categories of aid without giving us an 
opportunity to submit testimony on the particular countries or specific 
programs as to which it may have doubts. We believe it is essential 
in the overall interest of our national security that the committee au- 
thorize the full amount requested in each category. Succeeding wit- 
nesses will be prepared to deal in detail with the individual programs, 


MAJOR SUBJECTS OF INTEREST 


Now let me turn to four specific subjects which I feel are of partic- 


ular interest to your committee. These are the military assistance | 
program, particularly the relative emphasis to be put on military | 


and economic assistance; second, the future of the Development Loan 
Fund; third, progress of efforts to stimulate private investment abroad 
in the less developed countries and, fourth, the administration of the 
mutual security program. 
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BALANCE OF MILITARY AND ECONOMIC AID 


Last fall members of this committee suggested in a letter to the 
President that there might be a serious distortion in the relative im- 
portance which is attached to military and related aid on the one hand 
and technical assistance and self-liquidating economic development 
assistance on the other. 

These views have been seriously considered by the executive branch 
in formulating and developing its program proposals for fiscal year 
1960. The judgments the program reflects represent our view as to 
the minimum outlay for military purposes consonant with the main- 
tenance of our security and the proper outlay for economic purposes 
consonant with our interests and the needs of other countries. I 
do not think there is any difference in philosophy between the execu- 
tive branch and the Members of the Congress on this subject. 

As the President said in his message, our military programs are— 
not through choice but necessity. It is not in our nature to wish to spend our 
substance on weapons. We would like to see these outlays shifted to the eco- 
nomic benefit of our own Nation and our friends abroad striving for economic 
progress. 

In accordance with this philosophy, we have in fact been shifting 
the emphasis from military to economic programs in recent years. 
Taking the figures for the underdeveloped areas, the military assist- 
ance program was just under 50 percent of the total program for fiscal 
year 1958, 42 percent for fiscal year 1959, and the request for fiscal 
year 1960 is 35 percent. 

Economic assistance has risen proportionately from 50 percent in 
fiscal year 1958 to 58 percent in fiscal year 1959 and to 64.5 percent in 
the request for fiscal year 1960. 

The Cuatrman. Mr. Secretary, in which of those categories do 
you include defense support ? 

Mr. Ditton. It is in economic. This is straight military assistance. 

This is clear evidence that we have been substanti: ally shifting the 
emphasis of our mutual security program in the less-developed areas 
toward economic assistance. It is our opinion, backed by the unani- 
mous findings of the Draper Committee that if still greater emphasis 
is to be given to the economic development programs, it can only 
be through larger appropriations for economic development purposes. 


MINIMUM MILITARY ASSISTANCE REQUEST 


It is imperative not only as a military matter, but as a matter of 
foreign policy that we continue to join with our allies and friends to 
maintain a measure of military strength sufficient to deter aggression 
and to maintain order—conditions essential to economic progress and 
the strengthening of free institutions. 

Such defensive power cannot be confined solely to the industrial- 
wed countries. It must also exist in underdeveloped countries, par- 
ticularly when such countries lie in close proximity to the power of 
the Sino-Soviet bloc. 

It is therefore essential to help maintain forces in such countries 
up to carefully determined levels. We realize quite plainly that 
these forces by themselves are not capable of defeating an all-out 
Communist attack, and this is not their purpose. They are impor- 
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tant, however, in playing an assigned role in collective defense and | 
in maintaining the integrity of their homelands from the dangers of | 
Communist infiltration, ‘subv ersion, or insurrection. 

Secretary McElroy and General Twining will, of course, provide 
expert military testimony on Wednesday, but since I have had respon- 
sibility for reviewing and passing on the total program including 
the military assistance program, I want to make plain that I believe 
the military assistance request of $1.6 billion for fiscal year 1960 
is the barest minimum and cannot safely be reduced. 


NEEDS FOR ECONOMIC HELP 


I believe there is substantially universal agreement among those 
who have carefully studied the matter that Ww hile the military, threat 
of communism is undiminished, the economic threat. is mounting. I 
discussed the Sino-Soviet program of penetration through economic 
means with your committee at some length in January, “and I shall 
not repeat that discussion now. 


I want to reemphasize, however, as I said then, and as the President | 
9 9 a i 
has stressed in his recent message, that, entirely aside from the Com- | 


munist military and economic threat, the economic, political and social 





revolutions stirring many of the underdeveloped areas create urgent | 


needs for U.S. understanding and economic help. These are needs | 
which must be met, both in our own national interest and in response 


to our own humanitarian motivations. 

Four elements of our total program serve these needs in varyin 
degrees; defense support, special assistance, technical cooperation an 
the Development Loan Fund. 


DEFENSE SUPPORT 


Defense support, for which we ask $835 million, serves a dual pur- 
pose; it enables the recipient county to maintain agreed military 
strength without economic retrogression and it provides the necessary 
foundation of economic stability on which other elements of the pro- 
gram can build toward economic progress. Defense support goes to 
12 countries which, with the single exception of Spain, lie along the 
periphery of the Sino-Soviet empire. All of these countries have 
strategic significance, and are prime targets of international commu- 
nism. 

I should like to make one overall point in connection with these 
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defense support funds: While a cut in defense support funds would | 


undoubtedly make it very difficult for the recipient country to maintain | 


its military strength, it would not of itself assure that military forces 
would be reduced. 

The decision to have such forces stems from the country’s belief in 
their necessity for its security. Even if we and the country in question 
were to agree that a reduction in military forces was desirable, such 
a change could only be made over a period of several years and would 


involve additional economic assistance to support the shift. Therefore, | 
it is quite likely that the impact of a cut in defense support would | 


have to be absorbed in the first instance by a reduction in nonmilitary 


expenditures. The result would be a serious weakening of economi | 


and political stability in these countries which are so important to 
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our common defense. It would also have the effect of retarding their 
economic growth. 

The Draper Committee reviewed this program in some detail and 
reached the unanimous conclusion that it was presently programed 
at an austere level which it would be dangerous to reduce. 


SPECIAL ASSISTANCE FUND 


Special assistance for which we are asking $272 million—approx- 
imately the same amount programed and that we are spending this 
year—also contributes to economic stability and progress. The fiscal] 
year 1959 program was increased over the amount originally requested 
primarily because of the increased tensions in the Middle East. The 
additional funds were drawn from the contingency fund. 

It is important not to confuse special assistance with the contingency 
fund. Special assistance is not emergency money. It is programed for 
certain countries where we wish to achieve special political, economic, 
humanitarian, or other objectives which cannot be gained from techni- 
cal cooperation or the Development Loan Fund. ‘These include coun- 
tries of great importance to us, such as Morocco, Tunisia, Libya, 
Jordan, Ethiopia, and the Sudan, and beleaguered West Berlin. 

Special assistance also provides for certain health and education 
programs: the continuation of our successful effort to eradicate ma- 
laria; a new program to explore methods of attacking the world’s 
most widespread killer—waterborne diseases; a small contribution for 
international medical research; help to American schools abroad. It 
also includes a new and potentially extremely valuable program to en- 
courage and stimulate American and local private investment in the 
less developed countries. 

Detailed testimony on each special assistance program will be pro- 
vided by future witnesses. 


CONTINGENCY FUND 


The contingency fund, for which we are requesting $200 million, is 
for two broad purposes: to cover contingent needs we are now aware of 
but which are not yet sufficiently well defined to be programed, and to 
cover emergencies which are not foreseeable at all. The contingencies 
foreseen are in themselves more than enough to demonstrate the need 
for the full $200 million requested. 


TECHNICAL COOPERATION PROGRAM 


The two elements of the program primarily directed at economic 
development are the technical cooperation program and the Develop- 
ment Loan Fund. 

Technical cooperation has been increased steadily in recent years. 
The increase in bilateral and multilateral programs for this year totals 
almost $40 million. I think this is a wise step forward, and the im- 
portant question here is whether it will be possible to mobilize, in 
doctrinate, and place in the field the highly qualified personnel re- 
quired by this program. We believe this can be done and we will make 
adetermined effort to do it. 
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DEVELOPMENT LOAN FUND—POSTPONED DECISION ON LONG-TERM 
CAPITALIZATION 


The Development Loan Fund in 1 year of active operation has be- | 
gun to fulfill the hopes held for it as a major tool for advancing econ- | | 
omic development projects crucial to the progress of friendly nations, : 

The executive branch from the very beginning has considered that at 
the appropriate time it should be placed on a longer term basis, at a 
higher level of operation. Last fall the executive branch gave careful 
consideration to the possibility of presenting a request for sucha]: 
longer term, increased DLF this year. In the final analysis the rea- 
sons for deferring the request until fiscal year 1961 seemed to us | 
compelling. 

In the first place, we have now only about 1 year of full-scale op- 


eration of the Fund behind us. The additional experience that wil] | ‘ 
come with another year’s operation will be invaluable in judging the |! 
size and form which longer term capitalization of the Fund should ¢ 
take. You will recall that when the President originally proposed a 
the establishment of the Development Loan Fund 2 years ago he asked | © 
for a 3-year capitalization, and, as he stated in his recent message to | 

the Congress, it was his intention, based on observation of its progress : I 
within that period, to ask for longer term capitalization commencing | 


oo 


in fiscal year 1961. The request for fiscal year 1960 will complete | 

this original 3-year trial period. | 
Another reason for postponing the decision on long-term capitali- 

zation until next year flowed from our desire to insure that the De- 


velopment Loan Fund fits carefully into the pattern of other develop- | ™ 
ment institutions. : 


This year consideration is being given to the creation of two new 
institutions in this field. One is the Inter-American Development | 
Banking Institution, the creation of which was recently agreed to by tc 
the 21 members of the Organization of American States. We hope; 
that this institution will become a reality in the course of this year. 
Legislation requesting authorization for the United States to take part | D 
in this institution will be sent to the Congress in the immediate future. | m 

The second institution to which consideration is being given is an | 
International Development Association to be formed as an adjunct| W 
of the World Bank. This would be a multilateral version of our own pl 
Development Loan Fund. 

While negotiations regarding this institution are not as far advanced | _ ti 
as in the case of the Inter-American Institution, we do expect that) e¢ 
later in the year we will have a much clearer idea as to the practi: | 
eability and possibilities of such an institution. ' th 

Information regarding the possibilities for these two institutions | 
seemed to us essential in working out long-term plans for the De} wl 
velopment Loan Fund. | 
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PROPOSED LONG-TERM FINANCING OF FUND IN FISCAL YEAR 1961 De 


Taking into account this information and our further experience in | bil 
operating the Fund, the Department of State presently intends to/ me 
submit for consideration by the President next fall a proposal for the | 
long-term financing of the Development Loan Fund beginning in fiscal | Jat 


year 1961. me 
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In this connection, I believe you may have noticed that the Presi- 
dent in discussing this matter at his press conference, last week, em- 
phasized the importance of the principle of long-range commitment 
and the need for the Development Loan Fund to be kept at a level 
where it could do the job. 

Meanwhile, I consider it absolutely essential to an adequate pro- 
gram of economic development that the Congress authorize and ap- 
propriate the full $700 million which the administration has requested 
for fiscal year 1960. 


RECOMMENDATIONS IN REPORT ON PRIVATE ENTERPRISE 


You have asked, Mr. Chairman, that the Department be prepared 
during these hearings to present any changes in the mutual security 
legislation which are considered desirable in order to implement rec- 
ommendations in the report on private enterprise recently prepared 
at my request pursuant to section 413(c) of last year’s Mutual Se- 
curity Act. 

This report contains three recommendations of significance to this 
legislation. 

One proposes the broadening of ICA’s program of guarantees 
against defined nonbusiness risks to include risks attendant upon.rev- 
olution, insurrection, and civil strife. An amendment of the legis- 
lation to give effect to this recommendation has been proposed. + 

The second recommendation proposes the broadening of govern- 
mental guarantees to insure private lenders against nonpayment, for 
any reason, of a portion of their loans abroad. The Export-Import 
Bank has been requested by the National Advisory Council to take 
immediate action to institute a new program of partial guarantees 
to carry out this recommendation. Since it already has adequate 
authority for such a program, no legislation is required. 

The third relevant recommendation in the report proposes that the 
Development Loan Fund be given authority to make equity invest- 
ments, provided that such ownership rights by the Government do not 
carry with them voting rights in respect to management and control. 
While I believe that the objective of this recommendation, mainly to 
provide the DLF with greater investment flexibility, is a desirable 
one, it raises a number of complex problems relating to the implica- 
tions of Government ownership rights in private enterprise. The ex- 
ecutive branch has not completed its consideration of this recom- 
mendation and, accordingly, does not wish to propose legislation at 
this time. 

There are, of course, many other recommendations in the report 
which do not involve amendment of the mutual security legislation. 
Nevertheless, I believe the committee will be interested to know that 
all of these recommendations are being followed up. The Treasury 
Department is today transmitting to the House Committee on Ways 
and Means the views of the executive branch on H.R. 5 (the Boggs 
bill) providing for tax measures to encourage private foreign invest- 
ment. 

These views have been formulated after full consideration of the re- 
lated recommendations in the report. With respect to other recom- 
mendations in the report, ranging from the encouragement of foreign 
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investment by small business to the improvement in governmental] 
services to business, I have requested that these recommendations be 
given early attention by the various executive agencies concerned, in- 
cluding the Departments of State and Commerce, the Development 
Loan Fund, the E xport-Import Bank, the Small Business Administra- 
tion, the Federal Reserve Board, and the Department of Justice. 

When this program is completed, in particular the recommenda- 
tions for tax legislation, I believe that the inducements to private 
American capital and managerial talent to undertake ventures in the 
less developed areas will be substantially greater than at present. 


COORDINATION OF MUTUAL SECURITY PROGRAM 


Finally, I would like to touch on the coordination and administra- 
tion of the mutual security program and other economic programs. 

Your committee has shown over the years an intense and practical 
interest in strengthening the coordination of the several ce: ategories of 
the mutual security program and of other related economic programs 
of our Government in order that they may all support the attainment 
of our foreign policy objectives with the least cost and the greatest 
effectiveness. 

We have been steadily moving in this direction for the past 18 
months. In February of this year, an ee step was taken when 
the Secretary delegated to the Under Secretary for Economic Affairs 
control over ICA. 

The role of the Under Secretary which was previously implicit is 
now explicit. ICA has been brought more closely within the Depart- 
ment while retaining its separate form for administrative purposes. 

Under the new coordinating arrangements, the Under Secretary for 
Economic Affairs, after consultation with Defense and ICA, develops 
and approves broad policies for the conduct of the mutual security 
program, reviews annual programs submitted by Defense and ICA, 
approves the budget estimates as submitted to the Bureau of the 
Budget, and assures that effective coordination takes place between 
the Department of Defense, ICA, and the rest of the Department of 
State. 

Placing responsibility for broad coordination of the mutual security 
program in the Under Secretary for Economic Affairs makes possible 
the close integration of this program with all other foreign economic 
activities of the United States. 

The Under Secretary is also chairman of the Board of Directors of 
the Development Loan Fund and alternate Governor of the United 
States on the International Bank for Reconstruction and Development 
and the International Monetary Fund. 

He provides policy guidance on matters relating to Public Law 
480. He also represents the Department of State on the National 
Advisory Council whose specific function it is to coordinate the 
activities of other U.S. Government agencies, including the Develop- 
ment Loan Fund, to the extent they engage in foreign loans and 
foreign financial transactions. 
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ADMINISTRATION OF MUTUAL SECURITY PROGRAM 


During the past few years, we have heard much of individual errors 
in the administration of the program. It is important to correct these 
errors. But, in our concern over the administration of the program, 
do not let us miss the forest for the trees. 

The situation in Laos is a case in point. Here we have had many 
criticisms and much unfavorable publicity during the last year. How- 
ever, the overall result in Laos has been a resounding success. The 
country has been successfully reunified, the Communist-controlled 
provinces have been reintegrated into the national life, fellow travelers 
have been forced out of the Government which is now more stable 
than at any time since the Indochina war. The currency has been 

evalued and import controls have been eliminated. Although many 
problems remain, Laos, thanks to the mutual security program, has 

made remarkable progress. This story can be repeated in many places. 
All in all, we can and should be proud of the results we have achieved. 

Errors do oc ‘cur, of course, and while some are inevitable, in a pro- 
gram of this size and complexity, I am sure that with recent admin- 
istrative improvements and our greater experience their incidence is 
decreasing. I am satisfied that the many changes which have been, 
and are being, made are leading to increasingly effective administra- 
tion of its programs. 

A basic change in ICA administration, for example, has been the 
recent centralization in one office of responsibility for both operations 
and technical advice, which should result in more rapid action in 
Washington. 

There are already many concrete indications of the progress being 
made. 

Administration will continue to have high priority attention, and 
the Acting Director of ICA will be prep: ared to discuss in detail with 
you the recent changes and improvements. 


NECESSITY OF MUTUAL SECURITY PROGRAM 


After the most intensive examination of this program for the past 
2 years, I am convinced it is completely justified by two reasons which 
are simple, straightforward, and clear. First, our security is depend- 
ent on the assistance of allies. Our needs for allied eh forces, 
bases, strategic resources, and productive capacity are real and ines- 
capable. These needs can be realized only through this peeeihiay If 
it did not exist, it would have to be invented. Second, we are, must 
be and want to be, concerned with the welfare of our fellow human 
beings. We can no more live unscathed in a community of nations if 
it is diseased, poverty stricken, and unstable than we could live un- 
scathed in our own local communities under such conditions. 

The mutual security program cannot alone preserve the free world 
nor solve the great international problems. We must never assume 
that it can. But without it, worldwide despair and defeat are in- 
evitable—with it, the hope for the future can be bright. 

Today we are confronted by an all-pervading, insidious challenge 
to freedom everywhere. It is a long-term challenge, pressed by lead- 
ers with infinite patience. We are faced also by the challenge of the 
revolutionary awakenings of many hundreds of millions of people 
in three-quarters of the globe. 
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We have no fear that we will lack the ingenuity to meet these chal- 
lenges. We doso in this mutual security program. 

Our danger is in the test to our determination, our perseverance. 
If we stand up resolutely to the challenge of history; if we see in 
these great revolutions the opportunity to shape the future of a world 
of progress and of peace, we shall pass the test of survival and of 
greatness. 

Our cause today is not just the preservation of our lives, our Nation, 
and human liberty on this planet—it is the encouragement of a politi- 
cal and social structure in which the full energies of man and the 
untold benefits of science can enrich the peaceful lives of human beings 
every where. 

The mutual security program, vigorously pursued, is a powerful 
mechanism to these ends. 

Thank you, Mr. Chairman. 


DEVELOPMENT LOAN FUND 


The Cuarrman. Thank you, Mr. Secretary. I think you have made 
a very powerful argument. Before beginning the questioning, there 
ure one or two statements I would like to make, particularly with 
respect to your comments about the delay in making the Development 
Loan Fund a long-term program. I think your statement on page 5 
indicates that the Fund is a 3-year program. However, it has not 
actually been a 3-year program. 

It has been an annual program which is renewed year by year; has 
it not? 

That is quite different. 

Mr. Ditton. That is correct. When the administration originally 
requested the 3-year program we were not successful in obtaining 
such a program. We did obtain a 2-year authorization, but subject 
to annual appropriations. 


PRESIDENT’S PRESS CONFERENCE REMARKS ON LOAN FUND 


The Cuarrman. I want the record to show several statements which 
I think are significant. On April 30, at the President’s press confer- 
ence, President Eisenhower was asked a question about the Develop- 
ment Loan Fund. 

This happened on April 30, 1959. That date was subsequent to the 
formulation of the Fund program; was it not ? 

Mr. Dixon. Yes, sir. 

The CuHatrman. Here is President Eisenhower’s most recent ex- 
pression on this program. Mr. Reston of the New York Times asked 
the President: 

Mr. President, could I clarify one other point about that [appropriations for 
the Development Loan Fund]? Do you accept the principle of the long-range 
commitment? 

The PRESIDENT. Yes, yes. 

Mr. Reston. As I understand the argument is, you can save money if you can 
commit for 5 years. 

The PRESIDENT. Yes, I agree with that, I agree with that. I haven't talked to 
Senator Fulbright directly on this, but this has been an argument that Secretary 
Dulles and I put forward when we first asked for the development fund, because 
we asked for no year money to be put in there, and to be used so far as possible 
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in the long run, to be used as a revolving fund, but in the meantime to keep it at the 
level where you could do the job. 

I think that is a very clear statement which the President made. on 
April 30 approving the long-term approach. 

(See below for fuller text of President’s statement. ) 


EX-PRESIDENT TRUMAN’S COMMENT ON THE LOAN FUND 


By a coincidence, former President Truman on May 1, the follow- 
ing day, had this to say about the Development Loan Fund. I will 
insert 1n the record his entire quotation regarding the Fund. I want 
to read only part of it now in order to point up his attitude: 

This Fund is certainly a move in the right direction, though its authority is 
far too limited and its funds far too small. 

This brings me to consider with you what is to be done at this session of 
Congress. 

The administration is asking for a l-year authorization for the Development 
Loan Fund and an appropriation of $700 million for loans to underdeveloped 
countries. This is all right as far as it goes. The trouble is that it doesn’t go 
far enough. 

State Department officials have said repeatedly the Fund needs from $1 
billion to $114 billion this year. And yet the administration asks for only 
about half what is needed. 

Another point: It is well known that 1-year authorizations for development 
programs are wasteful and inadequate. Countries that are planning their devel- 
opment ahead, as in the case of India, are kept in doubt and are unable to move 
ahead with confidence. The authorization clearly should be for 4 or 5 years— 
as in the case of the Marshall plan. The Marshall plan was a 4-year plan agreed 
upon by the President and Congress before it started. 

These quotations show us that President Eisenhower and his im- 
mediate predecessor, ex-President Truman, agree in principle on a 
long-term and a larger program. 


UNDER SECRETARY DILLON’S STATEMENT ON THE LOAN FUND 


Finally I would like to cite another authority in this field. In a 
speech on May 21, 1958, Under Secretary Dillon also commented on 
the Fund. Again I only want to read one paragraph. I quote: “For 
the future, I believe that we should contemplate a higher level of 
lending from the Development Loan Fund, something on the order 
of $1 billion a year. I believe that such an amount could be spent 
wisely in stimulating development abroad and would be warranted 
by considerations of our national security.” 

I am asking the reporter to insert the remainder of each of the three 
statements at this point in the record. 

(The documents referred to follow :) 


{From the President’s Press Conference, the Washington Post, Apr. 30, 1959] 
SEcurItTY FuND 


Q. (JaAMes B. Reston, New York Times)—Mr. President, Senator Fulbright, 
the chairman of the Foreign Relations Committee, has suggested an amend- 
ment to the Mutual Security Act under which for 5 years a billion five hundred 


million would be appropriated each year for development—for the Development 
Loan Fund. 


What position are you now taking on that proposal? 
The PRESIDENT—Well, I have not had any studies yet, now, as to the beneficial 
effect of a rigid kind of a commitment of this kind, 
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I believe this, here is something that requires the very finest brains we have 
all the time. Nothing that I deplore so much as the fact that in certain quarters 
this subject seems to become a political one, and we expect to get political 
advantage out of using slogans such as “Giveaway” and that kind of thing. 

Now, I do believe that unless the United States is prepared to keep forward— 
to carry forward a program of something, higher appropriations than we are now 
using, and I say that because we have still been using up from the carryover 
something around $8 billion, we are down now to I think a point—1.8. 

We have got to carry forward a program that each year is going to be some- 
thing stronger than what we are now doing, if we are going to serve our own 
interests in this world. 

Now, I am quoting such opinions as that of Admiral Radford and Mr. McCloy 
and Mr. Webb and Mr. Draper, the people that have been studying this very 
searchingly, and with no partisan or governmental or, you might say, adminis- 
trative responsibility in the whole thing, and I think there we must listen very 
seriously to their words. 

Q. (Reston )—Mr. President, could I clarify one other point about that? Do 
you accept the principle of the long-range commitment? 

The PRESIDENT—Yes, yes. 

Q. (Reston )—As I understand the argument is, you can save money if you 
‘an commit for 5 years. 

The PRESIDENT—Yes, I agree with that, I agree with that. I haven’t talked 
to Senator Fulbright directly on this, but this has been an argument that Secre- 
tary Dulles and I put forward when we first asked for the development fund, 
because we asked for no year money to be put in there, and to be used so far 
as possible in the long run, to be used as a revolving fund, but in the meantime 
to keep it at the level where you could do the job. 


ADDRESS OF FORMER PRESIDENT HARRY 8S. TRUMAN ON THE 10TH ANNIVERSARY OF 
Point IV 


Sixth National Conference on International Economic and Social Development 
Statler-Hilton Hotel, Washington, D.C., April 30-May 1, 1959 


I am delighted to be here this evening to join in celebrating the 10th anniver- 
sary of point IV. 

I am most grateful to you for inviting me to come. 

I thought it might be appropriate to review with you the origins of the point 
LV concept as expressed in the inaugural address on January 20, 1949. 

Some of the circumstances that suggested point IV were foreign, and some 
purely domestic. If I am obliged to draw from a political situation some con- 
clusions with which some of you may not agree, I suggest to you that this is a 
historical statement—and that in this case I am acting as the historian. This is 
the way I saw it, and my only purpose here is to describe what I saw. 

The basic policy from which point IV and the Marshall plan grew was stated 
in the address to Congress on March 12, 1947, in which I asked Congress to vote 
emergency aid to Greece and Turkey. In that address I said: 

“T believe that it must be the policy of the United States to support free 
peoples who are resisting attempted subjugation by armed minorities or by out- 
side pressures. 

“T believe that we must assist free peoples to work out their destinies in their 
own way. 

“T believe that our help should be primarily through economic and financial 
aid which is essential to economic stability and orderly political processes.” 

The programs of aid to Greece and Turkey that were developed during 1947 
and 1948 were not just in the form of funds or supplies. They included technical 
assistance of the broadest kind. Hundreds of American technicians were sent 
to Greece and Turkey to assist in such fields as industry, agriculture, public 
finance, foreign trade, public administration, shipping and labor. 

‘The Marshall plan also included technical assistance. During the course of 


that plan, thousands of technicians went to Europe or were trained in the | 


United States for the purpose of helping to increase European technical efficiency 
and productivity. 


So you see that we in the Government were already thinking in terms of tech- | 


nical assistance by January 1949, 
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As some of you may remember, we had a presidential election here in Novem- 
per of 1948. The Democrats carried both Houses of Congress by substantial 
majorities and elected a President. Nearly all the newspapers and pollsters had 
been saying that the Republicans would win overwhelmingly, so the result of-the 
victory by the Democrats was considered a startling upset and received great 
attention here and abroad. 

Now what was the underlying and well-understood issue of that campaign? 
It was purely and simply whether the social and economic advances of the New 
Deal were to be continued or reversed, and whether the United States was going 
to continue its policies of vigorous leadership of the free world. 

The New Deal had brought about fundamental and far-reaching changes in 
this country. 

The power of government had been invoked to restore our national economy 
after the depression. 

It had been invoked to build a system of social security, to build a broad base 
of purchasing power among farmers and workers, and to right a long list of 
economic wrongs and injustices. 

And it had been invoked on a broad scale for the relief and rehabilitation and 
recovery of our friends and allies abroad. 

All this added up to a peaceful revolution in this country, and its course had 
been followed with intense interest all over the world. 

Following the election of Republican majorities in Congress in 1946, Republi- 
can leaders had made no bones of the fact that it was only a question of wait- 
ing until the next election to put a Republican in the White House and reverse 
the course of the New Deal, turning the pages of history backward. 

The meaning of the election of 1948 was that the American people had made 
it clear they would not tolerate any rollback of the social and economic advances 
made at home during the preceding 16 years, or any retreat from leadership 
abroad. They made it clear that they wanted the pages of history turned for 
the future and the Government of the United States to continue to be responsive 
to the needs of people at home and around the world. 

This was all a matter of intense comment and conversation abroad at the 
time, and, I might add, considerable rejoicing. The whole free world looked to 
the United States for leadership. 

It therefore seemed not only appropriate but of great importance that my in- 
augural address should speak not only to the Nation but to the world. It seemed 
important to declare that the United States was dedicated to help people meet 
their needs and to realize their aspirations not only at home but also abroad. 
It was important to say in effect that, the New Deal having just been ratified 
at home, the United States was willing to help other peoples achieve their own 
new deals. 

In January 1949, the world was still in a desperate situation. The cold war 
was just about at its coldest. Only a few months earlier, the Communists had 
taken over Czechoslovakia, and after that the Russians had blockaded Berlin. 
Aid to Greece and Turkey had given those countries improved prospects, but 
Greece’s war against the Communists was by no means won. The advance of 
communism had been stopped in Europe, largely as a result of the policy declara- 
tion of the President of the United States on April 12, 1947. But Europe was 
still hungry and cold, with recovery hardly begun. However, the North Atlantic 
alliance was in the process of negotiation, the Marshall plan was getting under- 
way, and if the situation in Western Europe was not good, at least bold pro- 
grams and policies of the United States designed to improve it were in opera- 
tion. The policy was the foreign policy of the United States. It was to inform 
the Soviet Communist dictator that the free world intended to stay free. It 
was worldwide. 

In some parts of the world, however, there was no assurance of American 
help. The Communists were on the verge of a complete victory in China. Com- 
munist war was raging in Indochina. In south and southeast Asia and the Mid- 
dle East, the British, French, and Dutch Empires were breaking up into a multi- 
tude of new indepcndent states; weak in administration, poor in technical skills, 
and lacking in capital. It was clear that that part of the world especially needed 
help and hope, and that U.S. policy should be directed to supply it. 

There was not much that could be done through military aid. It appeared 
that technical assistance and investment capital were the most useful contribu- 
tions we could make to the stability and well-being of the underdeveloped 
countries. 
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So you see, events at home and abroad, and the psychological situation both at 
home and abroad, all pointed to an inaugural address pitched to the needs of 
the world and reflecting the newly declared mood of the American electorate. 


The immediate and enthusiastic reception accorded point 4 proves, I think, that | 


our interpretation of the mood and the need was correct. 

Although point 4 has become a household word in many countries of the 
world, it is usually associated, especially in this country, with technical assist. 
ance only, as distinct from loans for economic development. I would like to 
remind you, however, of this other element; and I quote from the original state- 
ment of point 4 as follows: ‘“‘And, in cooperation with other nations, we should 
foster capital investment in areas needing development.” 

Please note the words “capital investment.” 

It has often been pointed out that whereas technical assistance went forward 


in 1950, there was a long lag in beginning to meet the special investment needs | 


of the underdeveloped countries. Today, however, I am glad to see that this 
problem is a major subject of discussion and effort and activity. 


The first reason for delayed attention to the investment needs of the under. | 


developed countries was the Korean war which diverted energies and resources 
from economic needs to security against Communist military aggression. Just 
before the Korean war, considerable thought was being given within the Govern- 
ment to the undertaking of extensive public investment, by a long-term loan 
program, in the underdeveloped countries. Not only would this enable them to 
mobilize their own resources, but it would also stimulate a world economic 
activity from which Western Europe could earn foreign exchange through in- 
creased trade. 

I do not mean to imply that this had reached a stage of major governmental 
concern or activity. But there were a number of people in several departments 
of the Government who were thinking along these lines, and this was a matter 
of policy discussion at the time. 

All this went by the board when the Communists made their unprovoked 
attack in Korea. Thereafter, we had to shift the major emphasis to rearmament 
at home and military aid to our friends and allies abroad. Some economic aid 
continued but at a lower level and at a diminishing rate. All this was reflected 
in the Mutual Security Act of 1951. 

The sad truth is that only now, 9 years later, are we beginning to recover the 
perspective we had before the outbreak of the Korean war and to get back on 
the rails leading to orderly world economic growth. By early 1953, we had about 
reached a point where we should have returned to major emphasis on develop- 
ment of the underdeveloped countries. But instead, for several years the pri- 
mary emphasis was upon signing up the newly independent countries of Asia 
into military pacts and in furnishing them with arms, while neglecting their 
needs for economic development. The development needs of our Latin American 
neighbors were also overlooked until last year’s demonstrations forced some 
attention to them. 

Meanwhile, precious opportunities to combat communism have been lost. In 
October 1952, 5 months before his death, Stalin during the course of the 19th 
Communist Party Congress, called a sharp turn in Soviet strategy. In effect, 
he recognized that Western Europe could not longer be taken by subversion, and 
that—as proved in Korea—direct aggression was unprofitable. Communist 
strategy would thereafter be centered primarily upon Asia and the other under- 
developed areas, and the principal instruments were to be economic lures, in- 
filtration, and domination. Stalin’s successors have merely been carrying out 
the strategy laid down by Stalin himself, only more effectively than he could 
ever have done it. 

The result has been that the Soviet Union has made enormous gains with its 
economic offensive while we have peddled military pacts. Two years ago, how- 
ever, this country made a major move to meet the danger by establishing the 
Development Loan Fund. This fund is certainly a move in the right direction, 
though its authority is far too limited and its funds far too small. 

This brings me to consider with you what is to be done at this session of 
Congress. 

The administration is asking for a 1-year authorization for the Development 
Loan Fund and an appropriation of $700 million for loans to underdeveloped 
countries. This is all right as far as it goes. The trouble is that it doesn’t go 
go far enough. 


——— 
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oth at 
ds of | State Department officials have said repeatedly the Fund needs from $1 billion 
orate,| to $14 billion this year. And yet the administration asks for only about half 
, that | what is needed. 
Another point: It is well known that 1-year authorizations for development 
f the programs are wasteful and inadequate. Countries that are planning their 
Ssist- development ahead, as in the case of India, are kept in doubt and are unable 
ke to to move ahead with confidence. The authorization clearly should be for 4 or 
state- 5 years, as in the case of the Marshall plan. The Marshall plan was a 4-year 
hould plan agreed upon by the President and Congress before it started. 
Finally, the purely bilateral approach to the investment needs of the under- 
developed countries is rapidly growing obsolete, and we need a new one—an 
‘ward | international approach. We and the other industrial countries should find out 
needs | What the investment needs of the underdeveloped countries are expected to be 
t this over a period of years. We should figure out how much capital is available to 
meet the needs. And we should work out a reasonable, cooperative plan designed 
nder. | to enable the underdeveloped countries to mobilize their own resources and 
urces | support themselves at a higher standard of living. 
Just | We must have an adequate program. I think it is tragic that the administra- 
vern- tion has asked for funds that fall so far short of the need. It will be even worse, 
loan | of course, if Congress does what there is so much talk of doing and slashes these 
2m to already inadequate funds. 
1omie | We cannot purchase security and peace by pinching pennies at a bargain 
hip. | counter. The needs of the times call for bold action even more than when point 4 
' was launched in 1949. We should be planning how we can use our strength and 
ental | resources to the utmost rather than fearfully trying to hoard what we have. 
nents | A balanced budget is not our primary need in this time of great danger, al- 
atter though eventually we should have a balanced budget. We need a strong America 
even more than someone’s idea of a budget. We need a strong free world. 


roked If we don’t have it, a budget makes no difference. 
There is a very pertinent lesson in the saying that it doesn’t do a man any 


a good to be the richest man in the graveyard. We may be headed for that 
ected epitaph. Lik L . 
I believe we shall be living under great tension and in great danger for a 
r the | long time to come. The threat of war, whether cold or hot or lukewarm, will 
kon | be the constant companion of this generation, and perhaps the next. The ques- 
bout tion is, how shall we conduct ourselves in this situation? Shall we ignore the 
elop- danger? Shall we cower in fear? 
, pri I have a suggestion to make. It is that we as a nation declare a war of our 
own—a war on poverty, hunger, ignorance, disease, and despair. A war waged 
Asia at home and abroad. A war waged with the fullest resources of the Nation. 
their I am confident that if we do that, we can avoid other forms of war, emerge 
rican triumphant over so-called communism—which is not communism but just plain 
some | dictatorship. Then we could build a peaceful and a free world. I am confident 
In that in this course lies the greatest hope and promise of our civilization. 
19th 
ffect, 
, and | [Excerpts from address by Deputy Under Secretary of State Dillon before the 
unist | Foreign Policy Association, New York, N.Y., on May 21, 1958] 
nder- x * * * * * . 
? on The less-developed countries are fully prepared to bear the major burden of 
ol | their own economic development. But to acquire the industrial techniques and 
the machinery and equipment which they cannot yet make for themselves they 
h its need help from the industrialized countries. As the greatest industrialized 
hoa oy of the world we must accept the responsibility for leadership in this 
i eld. 
5 the This means that we must lift our sights. In the fields of international develop- 
‘tion, ment assistance, international finance, world trade, and private investment. We 
must find ways of doing more than we are doing now. For, unless we meet the 
ni of challenge of the times, our own safety—let alone our economic well-being—will 
t surely be placed in the gravest danger. 
aa 4% * * * * ~ . 
"t go For the future, I believe that we should contemplate a higher level of lending 


from the Development Loan Fund—something on the order of $1 billion a year. 
I believe that such an amount could be spent wisely in stimulating development 
abroad and would be warranted by considerations of our national security. 


* * * * * * * 
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PUBLIC AND CONGRESSIONAL OPPOSITION TO LONG-TERM FUND 


The Cuarrman. From these statements, it is very clear that perhaps 
the; three most competent and most responsible men I can think of 
in this field agree that the Development Loan Fund ought to be on a 
long-term basis—it is suggested 5 years—and in a larger amount. 

In view of the further fact that 1960 is an election year, do you 
think, Mr. Secretary, you can justify saying that next year you will 
come up with a long- term program ¢ 

Mr. Ditton. Our feeling on that, Mr. Chairman, is that when we 
originally attempted to put the Development Loan Fund on a long- 
term basis, apparently the problem was not very well unde ‘stood 
throughout the country, and we ran into considerable opposition in 
Congress, particularly in the House of Representatives. 

As a result, we were not successful in obtaining what we requested. 
We think it would be a very serious blow to our national security and 
the efforts we should make if there should be another unsuccessful 
attempt in this regard. 

We feel that the fullest preparation, both publicly and otherwise, 
should be made in advance, for the reasons which I outlined in my 
statement, primarily because we have had a relatively limited period 
of actual operations to date. 

Second, that there were these two new institutions. Of course, 
when the program was originally formulated and submitted we had 
no particular idea even as to whether we would be successful in ob- 
taining the Inter-American Bank, and we still don’t know whether 
Congress will approve it. And then there is the necessary further 
exploration of the possibilities for an International Development As- 
sociation. We think that further information is necessary on these 

matters so that we can have clear answers for those who may not be as 
fully convinced as I am and as you are, Mr. Chairman, of ‘the neces- 
sity for this long-term program. 





PRESENT REQUEST FOR ANNUAL APPROPRIATION 


Meanwhile we believe that a long-term program is essential and 
we don’t think that any great damage will be done if we can be as- 
sured of one more year of the full amount of funds we have requested, 
This is the amount we operated on during the first year of actual 
operations and we feel it is the minimum needed for the next year. 

Regarding the fact that next year is an election year, we don’t feel 
that this should be governing because the program is a nonpartisan or 
bipartisan undertaking. 

Both the President and former President Truman are in favor of 
it, and we feel that what is really required is more knowledge and 
appreciation in the country and in the Congress of the necessities for 
such a program. This appreciation is being developed from day to 
day. 

We think the situation is far better now than it was 2 years ago. 

The Cnatrman. Is it your principle in the De artment to ask for 
what you think the Nation needs or what you chink you can get out of 
the other body ? 

Mr. Ditton. We must and do ask for what the Nation needs. 
But we also think we ought to know what we are asking for when 
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we ask it and be able to show the necessity for our requests. Not 
having all the facts on these two new institutions, which will be 
operating similarly to the Development Loan Fund, : and also having a 
limited period of operation of the Fund itself, we believed we had 
insufficient information to discuss the specifics of a long-term pro- 


gram. 


PREVIOUS REQUEST FOR LONG-TERM FUND 


The Cram AN. Then am I to understand that in asking for a 3- 
year program 2 years ago, you did not have adequate information 
to make that request? Did you do so without proper cause? That 
would seem to be a logical conclusion for us to draw. 

Mr. Ditton. No. 

The CuHarrman. If you had enough information 2 years ago to 
recommend a 3-year Fund, why haven’t you got enough now to 
recommend a 5-year term ? 

Mr. Ditton. We have more now, but last year when we did recom- 
mend three, we recommended it on a specifically trial basis. 

I don’t think we are in the position to repeat a trial recommenda- 
tion at this time. 


PROSPECTS FOR GETTING A LONG-TERM PROGRAM 


The Cuatrman. Now you say that you think this fall you will 
come up with a long-term program; is that right ? 

Mr. Ditton. The Department of State will undertake to present 
such a program to the President, and you have the President’s state- 
ment at his press conference which I referred to which indicates it 
will be well received by him. 

The Cuarrman. But do you really think that it can possibly be 
underway by then? As I understand it, the Executive is not even 
planning to present that program to the Congress before next year, 
and I don’t see how any experience with the inter-American program 
will have developed by then. In fact, it is very optimistic, it seems 
to me, to expect the inter-American program to be underway and 
functioning inside of 2 years. Our experience with the International 
Finance Corporation has been very slight in some 3 to 4 years. 

So if we are going to accept the reasons you give for delaying a 
long-term request, it means that we won’t get {such a program for d, 3 
or 4 years, by which time all the Middle East may well have gone 
down the drain. 

Mr. Ditton. I think that we will certainly know the size of the 
Inter-American Development Banking Institution by next fall. We 
will know whether it has been approved by the bulk of the coun- 
tries, and I certainly hope that it will get into actual operation. I 
expect that it will operate considerably | more rapidly than has been 
the case with the International Finance Corporation. As to the IDA, 
what we will definitely know next fall is the amount in which other 
countries, other major capital exporting countries, are willing to sup- 
port such an institution. 

We now have informal expressions of interest from a number of 
the major countries, including the United Kingdom, Italy and Ger- 
many. But by next fall they “will be definite as to amount and form 
of an institution. If they continue to maintain their interest, it is 
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wry prenena that an institution of that sort would be agreed to, 
and the general size of it would be known. If it develops in this 
further 6 months of study that they are not as interested as their 
preliminary indication shows, we can dismiss the idea of an IDA, 
which would mean that the Development Loan Fund would have to 
carry a somewhat larger burden. 


AMOUNT NECESSARY FOR THE FUND 


The CHatrman. Has anything happened since you made that 
speech about a year ago to dissuade you from thinking that 
$1 billion a year is a necessary and proper amount for the Fund! 
What I mean is, can you cite anything on the international scene 
which causes you to think we can get by another year with only $700 
million? Do you think conditions in the world are better? 

Mr. re I didn’t say that we could not get by with less than 
$1 billion. I said I thought that would be helpful ‘and that such a 
sum was the proper amount. 

I still feel that and I think that from the point of view of our 
foreign policy and our best interests abroad. That opinion has never 
changed. 


ATTITUDE TOWARD LARGER, LONG-TERM AUTHORIZATION 


The Cuarrman. You would not be personally disappointed if the 
committee should undertake to authorize a billion and a half a year 
for 5 years, would you ? 

Mr. Ditton. Well, I would be more interested in what was appro- 
priated than what was authorized. 

The CuarrMan. That is not responsive to my question. You are 
not ny to get anything appropriated above what is authorized. 
As I see it, that is the trouble with your present program. You 
start it on a very low level and experienc e proves that the amount 
you request nearly always gets cut. In spite of what you or I may 
like, if you start at such a low level, you don’t give us any room for 
maneuvering. But you did not answer my question. Do you feel 
you can’t make an answer / 

Mr. Ditton. What was the question ? 

The Cuairman. I asked whether you would be disappointed or 
whether you would go along if the committee wished to recommend 
a 5-year program of a billion and a half a year? 

Mr, Ditton. I think that whatever the committee decides to recom- 
mend in the way of authorization for a long-term program, we could 
not object to because the President has stated he favors such a pro- 
gram in general terms. 

We haven’t recommended it this year because we don’t think we can 
give it an adequate defense ourselves against the attacks of those who 
might oppose it. However, if this committee feels that it has ade- 
quate information and that they can get an authorization of that size, 
we would not object to it. 

The Cuatrman. You wouldn’t recommend a veto? 

Mr. Dixon. I would not; no. 

The Cuarrman. Do you speak for the Department? 

Mr. Ditton. The Department of State would not. 
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The CuHarrman. Would not recommend a veto? Well, I just 
wanted to be sure about that. You would go along with such action 
if the committee felt that it was necessary. 

Mr. Ditton. That is correct. 


QUALIFICATIONS OF TECHNICAL ASSISTANCE PERSONNEL 


The Cuarrman. Senator Green? Do you have any questions? 

Senator Green. Yes, Mr. Chairman, but you have asked most of 
them yourself. However, I would like to ‘take advantage of Mr. 
Dillon’s presence to get. more particulars. In the first place, I want 
to congratulate you heartily, Mr. Secretary, on the conclusion of your 
report. The spirit shown therein seems to me to be an admirable one 
and one that should guide the administration of your Department. 

At one place you pose the question of whether it will be possible 
to “mobilize, indoctrinate, and place in the field the highly qualified 
personnel required by this program.” You also say that if still greater 
emphasis is to be given to the economic development programs, it can 
only be through larger appropriations. 

That is in one sense a way of stating that the present personnel is 
not as well qualified as they might be. Was that your intention ? 

Mr. Ditton. No, sir. The increase in technical cooperation on the 
bilateral-program side in particular will involve a substantial number 
of additional technicians being recruited and sent out to the field, and 
the proposition I meant to state is that this involves a rather con- 
siderable increase in the number of technicians. There is some ques- 
tion whether that many more people could be recruited and indoc- 
trinated and put out into the field within the coming year. We think 
it can be done, but we cannot guarantee it. 


DEFERRAL OF LONG-TERM REQUEST FOR LOAN FUND 


Senator Green. You also speak about deferring the request which 
you had in mind, or your Department had in mind, to make at the 
present time, and th: at assumes that the deferred request had been 
formulated. I want to know what that request was. You say: “In 
the final analysis the reasons for deferring the request until fiscal 
ear 1961 seemed to us compelling.” What was the request which you 
1ad formulated and which you deferred ? 

Mr. Ditton. That was the request to put the Development Loan 
Fund onto a long-term basis, which I have just been discussing with 
the chairman ? 

Senator Green. Yes. But would you particularize more? 

Mr. Ditton. We had under consideration the possibility of asking 
this session of the Congress to authorize a long-term program for the 
Development Loan Fund in a multiyear program at a larger size than 
presently authorized. We decided against that for the reasons which 
| expressed earlier, which were entirely a question of timing, and the 
fact that we did not think we had available all the information we 
needed to present such a request in a sound fashion. 

Senator GREEN. It seems to me very important that if you feared 
your request would not be granted you could not formulate it. 

Mr. Ditton. Formulate and defend it in a sound w ay. 
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Senator Green. You are not ready now to formulate such a plan? 
Mr. Ditton. We are more nearly ready now than we were 6 months 
ago, but we are not ready yet. We are planning to do that next fall, 


PLAN FOR FISCAL YEAR 1961 


Senator Green. You speak at one place of long-term financing of 
the Development Loan Fund beginning with fiscal year 1961. 

Mr. Ditton. Yes, sir. 

Senator GREEN. What would that plan be? 

Mr. Dixon. That plan would be submitted next year. It would 
mean a request for multi-year financing up to a minimum sal 5 years, 

Senator Green. You don’t think the experience you have ulready 
had, or the Department already has had, justifies such a program now! 

Mr. Dutton. I think it tends to support the Administration’s con- 
cept of two years ago that this program should be put on a long-term 
basis. 

Senator Green. I don’t quite understand whether you think it 
ought not to be granted now or you are afraid it will not be granted 
now. 

Mr. Ditton. No, I think as I indicated in my answer to the chair- 
man, we do feel it ought not to be granted now but we do not feel 
that we are in a position to fully justify it at this time. 

Senator Green. You are still in the formative process ? 

Mr. Ditton. That is correct. 

Senator Green. You are still deciding what ought to be done. Do 
you think that decision will ever be reached? Won’t the conditions in 
the various countries be changing as constantly as your views, if not 
more so, sir? 

Mr. Ditton. I think that need for funds and advantages of having 
them on a long-term basis will remain with us for some time to come. 


RECOMMENDATIONS IN STRAUS REPORT ON PRIVATE ENTERPRISE 


Senator Green. At another place in your statement you refer not 
to your own department but to the executive branch in general. 
You say: 

The executive branch has not completed its consideration of this recommenda- 
tion and, accordingly, does not wish to propose legislation at this time. 

It seems as though you are constantly in the formative stage. Why 
shouldn’t we, for the same reasons, be in a formative st age in deciding 
what appropriations should be made ? 

Mr. Ditton. That is a different matter. The statement you quote 
relates to private investment and the problem of whether or not the 
Development Loan Fund should be authorized to make equity in- 
vestments, which are specifically forbidden by law now. That does 
raise some very complex, legal, and philosophical problems, and we 
just haven’t had the opportunity to make up our minds on that yet 
or tocomplete our study of it. 

This report was only completed approximately a month ago, and 
it will require considerable study before positive programs can be 
advanced. 
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Senator GREEN. Somehow or other from your whole report we feel 
that the executive branch recommendations are still very tentative, as 
are the operations which you have in mind. In another place you 
speak as follows: 

I have requested that these recommendations be given early attention by the 
various executive agencies concerned, including the Departments of State and 
Commerce, the Development Loan Fund, the Export-Import Bank, the Small 
Business Administration, the Federal Reserve Board, and the Department of 
Justice. 

They all seem to be unable to make any definite recommendations 
at this time, and I do think that it would be more helpful to us to have 
such recommendations. 

Mr. Dit10Nn. Senator Green, this is a very detailed and complex 
report here running over 60 pages, with appendixes, and it made about 
40 specific recommendations, many of which were made for the first 
time and which bear on all these different agencies of the Government. 

We do not think it is practical for all these agencies to come up 
with their views in a period of less than a month. These views usually 
require coordination among the agencies concerned, which will take 
a greater length of time. 

We feel that a great bulk of the agencies’ recommendations require 
merely administrative action and not legislation. In the cases where 
legislation is required, the main one is the tax legislation, and on that 
we have formulated our views, and they are being forwarded to the 
Congress today. The administrative changes w ill be effected as soon 
as decision on them can be reached. 

Senator Green. I know the committee will be glad to have that 
document. 

I was just about to ask you to prepare that and furnish it. Is it 
complete as to all those departments which you mentioned previously ? 

Mr. Ditton. Yes, sir. 

Senator Green. We will be very glad to have it. Thank you very 
much, 


MUTUAL SECURITY PROGRAM AS TOOL OF FOREIGN POLICY OBJECTIVES 


Then at another place you speak of these programs and express the 
hope that they will all support the attainment of our foreign policy 
objectives with the least cost and the greatest effectiveness. 

Do you have a summary of these aspirations that you hope for? 
What are these foreign policy objectives ? 

Mr. Ditton. These foreign policy objectives are summarized in the 
conclusion of the statement, Senator. We feel that our paramount 
objective is to maintain the security of the United States through 
preserving the freedom of all countries which wish to remain free. 
We would also help the less developed peoples whose sovereignty has 
lately been won to cultivate economic progress, thus giving their free- 
dom and independence real meaning. 

These are the basic foreign policy objectives which the mutual 
security program tries to attain. 


40110—59—pt. 1-4 
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SPECIFIC OBJECTIVES OF PROGRAM 


Senator Green. Then you had reference to a certain list of foreign 
policy objectives which you had in mind ¢ 

Mr. Ditton. No, I did not have any particular list, just those two 
general types of objectives: the preservation of freedom against pos- 
sible Communist aggression on the one hand, and the encouragement 
of political stability and economic progress in the less developed coun- 
tries. 

Senator Green. Well, you want to be sure that you do support the 
attainment of these polic ies of our Government; isn’t that right ? 

Mr. Ditton. That’s correct, we do. 

Senator Green. You can’t be sure of that unless you know what 
they are. 

Mr. Ditton. They are these two basic things which I have just 
stated. 

Senator Green. Would you furnish the committee with a list of 
those foreign policy objectives of the mutual security program insofar 
as you do know them? 

Mr. Ditton. We can give you a further expansion of the foreign 
policy objectives of the mutual security program. I would like to 
state that there is a general introduction to the mutual security pro- 
gram which does state its general objectives. The chairman of this 
committee has introduced an amendment to that introduction to make 
clearer the role of economic assistance in the mutual security program. 
In general we support objectives of that amendment. We think it is 
a wise amendment since it also retains in the basic objectives of the 
program the other aspects of the program which are necessary to our 
security. 

We would like the opportunity to make some possible suggestions 
relative to the choice of language in the amendment, but we ‘do think 
that the increase of emphasis on economic development in the mutual 
security program is a wise and helpful one. 

Senator Green. Thank you very much. I won’t take more time 
because I know other Senators have questions to ask. 

(The information below was subsequently received for the record :) 


POLITICAL OBJECTIVES SERVED BY THE MUTUAL SECURITY PROGRAM 


In its efforts to promote the independence and well-being of this country, U.S. 
foreign policy pursues three major objectives : 

(a) Establishment of a stable political world order, in which the aggressive 
use of force will have no place. 

(b) Encouragement of economic growth in the free world, so that the peace 
and security of all free nations will be more secure. 

(c) Ever-widening acceptance of the concept of human freedom and dignity, 
so that the basic message and promise of our country can be fulfilled. 

The means by which we seek to attain these policy objectives in the face of 
the Soviet threat are easily identified in the principal categories of the mutual 
security program. 

1. To deter aggression and establish a stable world order, it has been neces- 
sary to develop a global system of alliances with 42 other freedom-loving 
nations. 

This worldwide system of alliances would be impossible, were it not for the 
military assistance, defense support, and special assistance provided under the 
mutual security program. Military assistance provides weapons for our allies’ 
forces; defense support helps to create the economic strength necessary to 
sustain these forces. 
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By thus working together, we and our friends have brought into being a de- 
fensive capacity which none of us could afford alone: 5 million ground soldiers, 
2,500 naval vessels, and 30,000 planes. By discouraging any potential ag- 
gressor, these forces lay the basis of an international community based on law 
instead of anarchic force. 

2. The mutual security program is also directed to our second major foreign 
policy goal, that of promoting economic growth. Our principal instruments in 
this connection are the Development Loan Fund and the technical cooperation 
program. The Development Loan Fund provides capital for sound projects 
which cannot qualify for financing from other sources. Technical assistance 
furnishes the skills which these countries need to use local and foreign capital 
effectively. 

Though both these means assist the less developed countries to achieve the 
economic progress which is a necessary condition of stable and free nations. 

3. In promoting our first two foreign policy objectives, the mutual security 
program also serves our third objective: the spread of responsible freedom and 
personal liberty. The major threats to.that spread are the armed might of 
Communist imperialism and the age-old problems of disease and poverty which 
Communist infiltration Seeks to exploit. In meeting these threats, the mutual 
security program helps to create a military and economic climate in which 
freedom can thrive. In this climate we are confident that the aspiration, deep 
within the soul of man, to live freely and with dignity in a just and peaceful 
world will prevail over Communist tyranny and materialism. 


RECOMMENDATIONS IN STRAUS REPORT ON PRIVATE ENTERPRISE 


Che Cuairman. Thank you, Mr. Secretary. Senator Aiken / 

Senator Aiken. Mr. Chairman, Senator Green covered my ques- 
tions to some extent. With reference to the report you mentioned on 
page 6 of your statement, prepared pursuant to section 413 (c)—is that 
the report which you had in your hand? 

Mr. Ditton. Yes, sir. 

Senator ArkEN. Can you tell us who prepared that report? 

Mr. Ditton. This particular report, Senator, was prepared by Mr. 
Ralph Straus of New York, who was a consultant to me for the 
preparation of this report. 

Senator A1ken. What is Mr. Straus’ business ? 

Mr. Ditton. Mr. Straus’ business has been in connection with 
R. H. Macy & Co. in New York. He has had previous experience in 
this mutual security field. He served as a consultant to ICA last 
year, at which time he spent about 4 months abroad as a special con- 
sultant on the use of local currencies under Public Law 480. Mr. 
Straus made a very useful report, many recommendations of which 
are now being put into effect. 

Senator Arken. I am interested in the recommendations made in 
this report. First, a guarantee against loss of investment due to rev- 
olution, insurrection and civil strife, which you have recommended, I 
believe, Mr. Secretary. 

The second recommendation was to insure private lenders against 
nonpayment, for any reason, of a portion of their loans abroad. And 
third, a recommendation which you have not yet approved but which 
is under further examination, providing for government investment 
in private enterprise, provided that government does not have any 
voting rights in respect to management and control. 
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PRESENT TAX LAWS RELATING TO FOREIGN INVESTMENT 


And then there seems to be a fourth one advocating more favorable 
tax legislation in the field of foreign investment. Are our tax laws 
oppressive to foreign investors at the present time ? 

Mr. Ditton. No, I don’t think that there is any question of their 
being oppressive. The objective here was to create a climate that 
would add an inducement to American private investment abroad. 
The particular means which is most favored, which is recommended 
here with the approval of the administration, and which is also 
part of the bill now before the Ways and Means Committee, would 
grant the right to defer the payment of taxes on income earned 
abroad, until such time as that income is actually brought back to 
the United States. 

In other words, if it is kept and reinvested in the businesses abroad, 
it would not be subject to tax. This is the same law which is in effect 
in the United Kingdom, and which can presently be achieved under 
our laws by creating a very complex mechanism of creating foreign 
subsidiaries in one country and then investing from them into an- 
other country. 

The proposal endorsed by the administration would allow an 
American investor to defer payment of taxes on income earned abroad. 

The administration’s recommendation on this proposal limits the 
privilege to the earnings of those American corporations which do 
business in underdeveloped countries. 


RISKS AND GUARANTEES OF FOREIGN INVESTMENTS 


Senator Arken. Assuming that these recommendations in Mr. 
Straus’ report were all in effect, can you tell the committee some 
way in which it would be possible for an investor in a foreign business 
to lose money ? 

Mr. Ditton. To lose money ? 

Senator Arken. How would he go about losing money with these 
recommendations in effect ? 

Mr. Ditton. He could still do that very easily. 

Senator Aiken. Embezzlement, for instance ? 

Mr. Ditton. No. The main recommendation that would protect 
an investment against loss would be this guarantee of loans, which 
the Export-Import Bank is now prepared to carry out. However, it 
is not the idea that the Export-Import Bank would make such a 
guarantee for the full amount of any loan. They would only guar- 
antee a portion of it, probably a fairly high proportion. That exact 
amount is now under study. But say somewhere between two-thirds 
to 75 or 80 percent. The rest of the funds would have to be put up 
at the risk of the lender. 

Also any equity investment is made entirely at the risk of the in- 
vestor. And as you properly note, one of the fundamental problems 
with guaranteeing equity investment or the Government undertaking 
equity investment, which we do not recommend as yet, is that it 
removes the necessity for private companies to make the full amount 
of equity investment presently necessary, and shifts the risk to the 
Federal Government. 
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Senator Aiken. Would the guarantee against loss due to revolution 
or insurrection be a partial guarantee also # 

Mr. Ditton. No. Those guarantees are full guarantees, both of 
equity investments and of loans. ‘The guarantee provides protection, 
however, against a loss of investment because of war, riot, insurrec- 
tion, civil strife, or in the event the convertible character of the in- 
vestment is lost. In the latter instance, only convertibility is guar- 
anteed, not inconvertibility at any certain rate. This new proposal 
would cover revolution, insurrection, and civil strife. 


COMPARISON WITH GUARANTEES ON DOMESTIC INVESTMENT 


Senator Arken. How do these guarantees compare with the guar- 
antees which are made on loans in this country ? 

Are not the guarantees for foreign loans more favorable than those 
for domestic investments ? 

Mr. Ditton. I think that the distinction, Senator, is that you can 
obtain insurance here rather easily and at a reasonable rate, against 
war risks and things of that nature. On the other hand, for in- 
vestments abroad, that is not easy to come by. That is what this 
guarantee program is meant to accomplish. It is to insure against 
that sort of cat: aclysmic occurrence against which it is now v irtually 
impossible for the American investing abroad to insure. 

Senator Arxen. Is it proposed to cuarantee against loss due to the 
devaluation of foreign currencies ? 

Mr. Ditxon. No, sir. 

Senator ArkeNn. That is one way the investor could lose then ‘ 

Mr. Ditton. That is correct. 

Senator ArKkeN. I am wondering about these points, but I am not 
antagonistic to your proposals. 

Mr. Ditton. No, sir. 


RELATIONSHIP OF GUARANTEE PROGRAM TO INTEREST RATES 


Senator ArkeNn. I simply want to bring the United States into the 
picture. If we guarantee these loans to foreign countries, some in 
full and some in part, at a pretty good rate of interest, and have the 
force of the U.S. Government in back of them, isn’t it going to make 
it rather difficult to finance the U.S. Government loans without a con- 
siderable increase in the rate of interest ? 

I believe we are paying over $8 billion a year in interest on Gov- 
ernment loans at the present time, and we can’t let that amount con- 
tinue to go up indefinitely. 

Mr. Ditton. Senator, I don’t think there would be any connection. 
Certainly if this got to be a very large volume, there might be a 
connection. That i is one of the consider: ations which we have to bear 
very much in mind. It is certainly a concern of the National Ad- 
visory Council which is chaired by the Secretary of the Treasury and 
on which the Federal Reserve Board has membership, and which has to 
approve any basic system such as this. 

The fundamental concept of this program, as recommended in this 
report, is that if we can stimulate more private investment abroad, we 
achieve two things. We reduce the need for as much public invest- 











46 MUTUAL SECURITY ACT OF 1959 


ment, and secondly, we stimulate and send abroad in greater amount— 
and this is most important—our managerial talent, which is the thing 
that is probably more lacking in these countries than any other com- 
modity, and in which the United States is abundantly rich. 


FLIGHT OF CAPITAL AND GOLD FROM THE UNITED STATES 


Senator Arken. I was somewhat concerned in reading the paper 
yesterday about the recurrence of the flight of gold from the United 
States, some $300 million in the last ‘month “and something over 
$2 billion last year. I am wondering how long we can encourage the 
flight of capital, including gold, from this countr y and whether there 
isn't a point where we have to say we simply can’t go any further 
in guaranteeing loans at a better rate of interest in other countries 
than we do in the United States. I am concerned that we may run 
into trouble one of these days. 

Mr. Ditton. I don’t think we could guarantee them fully at a bet- 
ter rate of interest than we do here, and that is obviously a matter of 
concern. Again, the agencies which are primarily concerned are 
Treasury Department and the Federal Reserve Board which have to 
watch over any such program continually in National Advisory Coun- 
cil. If that danger became really acute at any time, they could take 
the necessary action to bring it to a stop. 

However, I don’t think any of these agencies feel that that danger 
of loss of gold is an acute one at this time. 

Senator Arken. It is reassuring to hear you say that, 7 Dillon. 

I don’t think I have any more questions. Mr. Chairman, I did want 
to express a little concern—although I agree with you that we have 
reached a point where loans are “probably preferable to increased 
grants—about guarantees and interest rates. However, I think the 
sooner we substitute loans for either private or public grants, the bet- 
ter the situation will be all around. 

The CuarrmMan. Senator Sparkman / 





COMMITTEE'S FAVORABLE ATTITUDE ‘TOWARD LOAN FUND 


Senator Sparkman. Mr. Chairman, I do have a few questions to 
ask. I won’t be very Jong. But first I should like to know if I am 
correct in my understanding that this committee originally recom- 
mended the Development Loan Fund and recommended it over a period 
of years? 

he CHARMAN. Yes. 

Senator SparKMAN. As I recall, that was the substance of our study 
several years ago, before the Fund was ever started. 

The Cuatrman. That’s correct. 

Senator SparKMAN. And I believe it is safe to say that this commit- 
tee has always looked with favor upon long-term loan funds, and in 
substantial amounts, usually more than has been requested. So cer- 
tainly there is no quarrel between us on that score. 


MILITARY AND ECONOMIC ASSISTANCE AND DEFENSE SUPPORT 


Mr. Dillon, on page 2 of your statement you give some very inter- 
esting figures with reference to the division between milit: iry and 
economic assistance over the last 2 years, and in the coming fiscal year 
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You say, “We have been substantially shifting the emphasis of our 

mutual security program in the less developed areas toward economic 

assistance.” Presumably that excludes NATO and such expenditures 
as that? 

Mr. Ditxon. It excludes NATO except for Greece and Turkey. 

Senator SparkMANn. Yes. Now you show a rather substantial ma- 
jority of the funds going for economic assistance. Where does de- 
fense support come in? Is that included as a part of economic assist- 
ance ¢ 

Mr. Ditton. Yes, Senator, that is. As I explained in discussing 
defense support, although it is conceived as necessary to support forces 
that are in a particular country, it also is necessary to achieve the mini- 
mum financial stability necessary in a country. 

Senator SraRKMAN. But to achieve that stability principally be- 
cause such a country is engaging in heavy military operations; isn’t 
that right? 

Mr. Diti0N. That is one reason. Cert: ainly if there was no Army 
whatsoever in Korea, and we have every reason to want an Army in 
Korea, it would still be necessary to have grant assistance there of 
very nearly or probably approximately the same size as we now have, 
merely for the purpose of achieving economic stablity in Korea. A 
similar case can be made for Vietnam and a number of the other 
countries where this program is active. 

So if there is a cut in defense support also, the first effect would 
not necessarily be if you are going to change the size of military estab- 
lishments—that takes a little while. And even when you can bring 
that about, you have to find jobs for the people displaced by the cut 
and that requires further economic development. 

Where that has been done, and it has been done to an extent in a 
number of places, particularly in Taiwan, it has required fully equiva- 
lent amounts of economic assistance under defense support until the 
whole process is completed. 

A sharp cut this year in these defense support funds would only 
cause extreme economic problems in these countries and would not 
lead necessarily or would only lead secondarily to a sharp decrease in 
their military forces. 


CATEGORIZING DEFENSE SUPPORT 


Senator SparKMAN. I was not asking the question with the idea of 
suggesting a cut. I have always felt, “however, that there was not a 
clear understanding of this particular item of defense support. 

Mr. Ditton. That’s correct. 

Senator SparkMan. And I am just wondering if the figures are 
not a little misleading when defense support is included in the term 
“economic assistance.” 

It seems to me that defense support is so clearly allied with military 
assistance that it is not entirely fair or does not give a completely clear 

icture when it is lumped into the category of economic assistance. 

‘omy way of thinking it primarily belongs with the military expendi- 
tures. 

I am not arguing the point. It just seems to me there ought to be 
as clear an understanding as possible of this particular item of de- 
fense support. 
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Mr. Ditton. I think that is correct, Senator. I agree with you 
there has been a lot of misunderstanding about it. My own personal 

opinion is that misunderstanding has been largely in the view that 
this is directly and solely a military item. I think that there is much 
more assistance to general economic stability involved than is general- 
ly understood. 

The figures I read awhile ago were mer ely to show a trend. We 
also have some other figures w hich would show what the trend in the 
military program is w ith defense support included in it and what the 
economic program is excluding defense support. And while the fig- 
ures are different, the trend is identical. 

The figure combining military assistance and defense support de- 
creases from 81 percent to 64 percent, and the other economic pro- 
grams go from 19 percent to 36 percent. So the trend is that way. 

Senator SparKMAN. I don’t know whether other members of the 
committee agree with me or have had the same reaction that I have 
had. But it has seemed to me all along that in the country as a whole, 
the people have been more ready to support the military than the 
economic end of mutual security. 

You hear a lot of talk of pouring money down the drain and so 
forth, and I think when people express such sentiments they are really 
thinking of the economic side of the program rather than the military 
side. So it seems to me that the facts ought to be made as clear as 
possible to the people of the country, in order that they might know 
just what the various items mean. 


SPECIAL ASSISTANCE FUND 


Now let me move on very briefly to another subject. On page 4 
you refer to the special assistance fund. I have supported the special 
assistance fund and this committee has supported it in the past, and 
yet there has never been in my mind a very clear understanding as 
to just what it was and why it could not be handled in another way. 

You say that the same objectives cannot be gained from technical 
cooperation or the Development Loan Fund. 

I don’t quite understand why we have to have a special assistance 
fund. I can see the need for a contingency fund more clearly than 
I can the reason for a special assistance fund. 

Mr. Ditton. Senator, special assistance is simply grant assistance 
to countries which we feel are in such a situation that they require 
grant assistance and their cases cannot be handled under the Develop- 
ment Loan Fund. These countries are not in the defense support 
category, because we do not support large military establishments in 
them. 

The countries I have in mind are ones we have listed here. Morocco, 
Tunisia, Libya, Jordan, Ethiopia, the Sudan. Our South American 
grant assistance comes in this particular category. We do have pro- 
grams of grant assistance in South America in a few countries. If 
we did not have special assistance, we would not be able to give any 
grant assistance. 

When it made its thorough study of the mutual security program 
2 years ago, this committee looked pretty hard at this defense support 
and special assistance, and came up with what the members thought 
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was a new, a better, a simplified way of describing programs and 
linked them both together and called it supporting aid. 

Maybe that concept was a useful one because there continues to be 
misunderstanding about this around the country I think about what 
these particular programs are for. But what they are is very simple: 
they are grant assistance to countries which cannot operate otherwise. 

One other thing. In the special assistance category we also carry 
certain special programs such as our health programs, partic ularly 
the malaria eradication program, which is probably one of the largest 
programs in this category. We are recommending $35 million for it 
this year, and there is some 6 million additional in medical programs. 

We also have our programs for aid to American schools abroad and 
a special fund to create incentives to private enterprise. They are 
also in here. 


SUPPORT FOR AMERICAN SCHOOLS ABROAD 


Senator SparkMAN. I meant to ask you about that assistance to 
American schools abroad. Now to what extent during the present 
fiscal year have those American schools been helped? I know we have 
worked hard in this committee to try to get support for American 
schools abroad. When an official of one of the schools was talking to 
me recently, he certainly gave me the impression that such help had 
been rather small duri ing the present fiscal year. 

Mr. Ditton. The amount programed was $3 million. 

Senator SparKMAN. I thought we had $10 million. 

The Cnatrman. Authorized 10. 

Senator SparKMAN. Authorized $10 million ¢ 

Mr. Ditton. That is correct. Nothing was appropriated for it so 
we had to find this money out of funds that had been appropriated 
for other purposes. 

Senator SrarKMAN. It did not involve a separate appropriation, 
did it ? 

Mr. Ditton. The authorization did not, but without a separate ap- 
propriation the only place we could get it was from the contingency 
fund. Due to the strain on the contingency fund with the develop- 
ments in the Middle East last year, in addition to the fact that the 
contingency fund was cut below what we asked, there was not very 
much left for new programs. We regret that we were not able to 
find more than $3 million, but it was a considerable strain to find that 
much. 

Senator SparKMAN. I suppose we will have testimony on that in 
greater detail from subsequent witnesses, will we not ? 

Mr. Ditton. Yes, Senator. 

Senator Morse. Mr. Sparkman, will you yield on that question? 

Senator SpARKMAN. Yes. 

Senator Morse. Just to supplement you, I do hope that you will 
give us a breakdown on the appropriations that have been given to 
these American schools abroad, and include in that memorandum the 
statement as to the Department’s position in regard to any possible 
grant to Mexico City College in Mexico City? 

Mr. Ditton. Yes, sir. 

The Cuarrman. While the Senator is yielding, will you also include 
in that memorandum whatever applications you have had indicating a 
need for assistance ? 

Mr. Ditton. Yes, sir. 
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POSSIBLE USE OF COUNTERPART FUNDS FOR AMERICAN SCHOOLS ABROAD 


Senator SPARKMAN. Senator Humphrey made a valid suggestion, 
that this include amounts furnished both in dollars and in counterpart 
funds. That is something else we have tried to work on in this com- 
mittee, to develop some program whereby counterpart funds that have 
been accumulating in different parts of the world might be used for 
such purposes as aid to American schools abroad. 

(The material below was subsequently supplied for the record :) 


AMERICAN SPONSORED SCHOOLS ABROAD 


I. As of April 30, 1959, grants for the following schools were approved in 
the amounts indicated from funds made available in fiscal year 1959. 
A. From appropriation of funds for the programs authorized by Public Law 
402, 80th Congress (the Smith-Mundt Act) : 


Name of school: {mount 
American Community School, Buenos Aires, Argentina____. $25, 000 
The Cooperative School, La Paz, Bolivia___._._________-__- 2, 000 
Anglo-American School, Oruro, Bolivia__........._.._____ 18, 000 
American School of Rio de Janeiro, Rio de Janeiro, Brazil_ 1, 000 
American Elementary and High School, Sao Paulo, Brazil__.- 1, 000 
Osorno College, Osorno, Oblle.....«—............. Re 4, 500 
American Country Day School, Santiago, Chile__- 7, 000 
Karl C. Parrish School, Barranquilla, Colombia _-___- 1, 000 
Lincoln School, San Jose, Costa Rica_________~- 9, 000 
Ruston Academy, Habana, Cuba___-_.-__-__-_~_-- : 3, 000 
American Central School, Isle of Pines, Cuba : 5, 000 
Carol Morgan School, Ciudad Trujillo, Dominican Republic », 000 
American School of Guayaquil, Guayaquil, Ecuador___ 3, 000 
American School of Quito, Quito, Ecuador___-_~- an EER 10, 000 
Escuela Americana, San Salvador, El Salvador__________- 6, 000 
American School, Guatemala City, Guatemala__________- 15, 000 
American High School, San Salvador, El Salvador____-____ 2, 500 
Union School, Port-au-Prince, Haiti_._.____- et eee a a 4, 000 
Uscuela Internacionale, Sampedrana, Honduras______~_~_- 6, 500 
American School, Tegucigalpa, Honduras__________- be 9, 000 
Colegio Americano, Durango, Mexico ______-______- 4, 500 
American School, Guadalajara, Mexico_____- 7, 000 
American School, Pachuca, Mexico_-_ 1, 000 
American School, Puebla, Mexico ae 5, 000 
American School, Mexico City, Mexico___-_____--__~~_- 3, 000 


American School, Monterrey, Mexico___-_-_~- aia tahic ine 5, 000 


American School, Tampico, Mexico_______- . eae 500 
American School, Torreon, Mexico_____ ~~ ee +, 000 
American School, Managua, Nicaragua__________~_ “ 10, 000 
Uruguayan-American School, Mercedes, Uruguay___-__~_- 2, 000 
Uruguayan-American School, Montevideo, Uruguay__- 3, 000 
Colegio Inter. de Carabobo, Valencia, Venezuela_______- ee 500 
Miscellaneous schools, educational materials and supplies__ 1, 000 
B. From appropriation of funds for the program authorized by section 
400(c) of the Mutual Security Act: 
Name of school: 
American Community School, Buenos Aires, Argentina__.. $250, 000 
American School, Guatemala City, Guatemala___.___._.__.__ 250, 000 
American School, Managua, Nicaragua______- Ae _.. 100,000 
American School in Tangier, Tangier, Morocco : 200, 000 
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(. From allocations of Public Law 480 foreign currencies received from the 
Bureau of the Budget: 

Foreign 

currency 


Name of school : equivalent 


The American School of Rio de Janeiro___.________--__--- $290, 000 
The American School. of Bao Paulo... .0sscsnywcedgens 275, 000 


The Bologna American Studies Institute of John Hopkins 


Universicy.. =... 552, 000 


American School Foundation, Mexico City, Mexico___-_-_~~ 121, 500 
American School Foundation, Monterrey, Mexico_________- 100, 0OG 
American School, Guadalajara, Mexico___-_--_-------~--- 149, 000 
American School, Torreon, Mexico_..............--.--... 100, 000 
American School, Puebla, Mexico__..........._--_-- ace 20, 000 
American School, Pachuca, Mexico_____.___-__-_._-_--.. 4, 000 
American School, Durango, Mexico_______---_____------- 5, 500 


Il. As of April 30, 1959, the following schools are under consideration for 
grant awards during the remainder of the fiscal year 1959. 


A. From the appropriation of funds for the program authorized by section 
400(c) of the Mutual Security Act. 


Name of school : Amount 
American Cooperative School, La Paz, Bolivia____.-----~- $185, 000 
American School of Oruro, Oruro, Bolivia_________---~--~~- 15, 000 
American School of Santiago, Santiago, Chile_________ " 150, 000 
American School of Djakarta, Djakarta, Indonesia___-_ 125, 000 
American University of Beirut, Beirut, Lebanon_____--_~_- 1, 225, 000 
American University of Cairo, Cairo, Egypt-_...---~---- 500, 000 


B. From Public Law 480 foreign currencies made available to the Department 
by the Bureau of the Budget: 


Name of school: Amount 
DIN TRIE CE CE oi cienaiccttcncscnacginiliacamiegivaeiaimmematel $450, 000 
Ae Benen OF Pare a en eee 500, 000 
Appice: Betiool Gi TRGNA 23s ea 600, 000 
Amorican :Bchool o€ TANGO? 666064505 ecnn <<. SOE00 


Mexico CIty COLLEGE APPLICATION FOR FINANCIAL ASSISTANCE 


Last year, when it became apparent to the Department that Public Law 480 
Mexican currency would become available for American-sponsored schools in 
Mexico, the American Embassy was asked to conduct a survey of school needs 
among qualified schools. In March and April 1958 the Embassy made recom- 
mendations, based upon data it gathered, to the Department for assistance to 
seven schools qualified to receive assistance. Mexico City College submitted 
a request for aid but this request was not supported by a favorable recommenda- 
tion from the Embussy. Subsequent discussions between Department and Em- 
bassy officers, and Department and Mexico City school officials brought out the 
fact that the school was not yet qualified, under the Department’s criteria, 
to receive aid from Public Law 480 funds. A mutual understanding, between 
the Department and the college, was reached to the effect that the school, while 
doing an excellent job of providing educational opportunities for American 
students in Mexico, had not yet enrolled a substantial number of foreign 
students. The college was encouraged to seek increased enrollment of Mexican 
and other foreign students so that it might play a larger role in enhancing 
mutual understanding between the United States and Mexico, and at the same 
time qualify itself for possible assistance in the future. 

The college’s request last spring was for $143,545 in equivalent Mexican 
pesos. It sought these funds for augmenting its library and laboratory facil- 
ities and equipment. Recently the Department was visited by one of the col- 
lege’s officers who informed Department officials that the college was making 
plans for increasing its enrollment of Mexican students. This official was ad- 
vised to prepare the college’s request for assistance in writing and submit it 
to the ICA in Washington, through the American Embassy and the U.S. opera- 
tions mission in Mexico City. 
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The Department’s position with respect to the college’s request for aid is that: 
(a) If this school enrolls a substantial number of Mexican and other for. 
eign students; 
(bv) If its application for aid is supported by the Embassy and USOM; and 
(c) If funds become available for assistance to American-sponsored schools 
in Mexico, 
The Department will look with favor on a request from the college for assistance, 


SPECIAL ASSISTANCE FUND 


Senator SparKMAN. Now going back to the special assistance fund 
generally, I suppose subsequent witnesses will give us a breakdown, 
country by country, of the programs proposed for 1960? 

Mr. Dituon. Yes, sir. That is classified but you will have that. 

Senator SPARKMAN. I understand that, yes; but we will get it? 

Mr. Ditton. Yes, sir. 

The Cuairman,. Senator, before you came in I announced we would 
have a meeting at 2:30 in executive session. 

Senator SparkMAN. I wasn’t going to ask details on that. I am 
just asking if we would get the information. 


LOANS TO DEVELOPED COUNTRIES FROM DEVELOPMENT LOAN FUND 


Now just one more question. I have always understood the Develop- 
-ment Loan Fund to be primarily for those underdeveloped countries 
which need help in order to develop their own resources 
How can we justify loans from this Fund for highly developed 
countries such as the Netherlands and Australia / 
Mr. Ditton. Senator, that is only one loan of 
Senator SparkKMAN. And | was also going to ask if other loans like 
that are contemplated ¢ 
Mr. Ditton. No, sir, I think not. That loan was as a result of very 
special and specific reasons. When the Development Loan Fund was 
first approved and its authorization was being considered in the 
House of Representatives, a number of Members including members 
from the Committee on Foreign Affairs, during the debate on the floor 
mentioned that the Development Loan Fund, among other things, 
would specifically be able to support this particular project, and it was 
designed for that purpose, and no one during the debate took any 
contrary position. We therefore feel that we were under a mandate 
from the other body to consider that particular request favorably. I 
think that in other circumstances we probably would not have con- 
sidered that particular loan favorably. 
Senator Sparkman. Thank you, Mr. Chairman. 
The Cuarrman. The Senator from Kansas? 





PUBLIC UNDERSTANDING AND LONGEVITY OF MUTUAL SECURITY 


Senator Caruson. Mr. Secretary, I want to commend you for a very 
fine statement. It deals with a subject which | think the country 
needs to be well informed on, and particularly as to the importance of 
the mutual security program. I don’t think that the people of our 
Nation are fully aware of the significance of this program—as you 
have expressed it so well—in peace to the world and the survival of 
our country and the lives of our people. 
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There is a great feeling among many of our people that this is a 
program which we might well reduce in amounts or dispense with 
entirely. I sincerely hope your coming here this morning will help 
put the message of the program’s importance across to our people. 

I was interested in your comments to our chairman in regard to the 
5-year program. I am one member of - committee that believes 
mutual sec urity is a long-range program. I don’t think it is a year- 
to-year program. I believe you expressed it well when you stated 
that we must not only have the information to support it, but that the 
people of the Nation must have this information before we can secure 
approval of it. 

Iam anew member on this committee, but I have been a member of 
the House Ways and Means Committee and am presently on the 
Senate Finance Committee. I have wrestled with the extension of 
the reciprocal trade agreements, and I regard this program as some- 
what similar when it comes to getting the issues before the people. 

We extended the reciprocal trade agreement for 1 = 2 years, 3 
years, and last year the President suggested it be a 5-year program. 
We had considerable difficulty with that extension, but did finally 
secure a 4-year program. So I want to commend you for being very 
practical on this problem, and I hope that we can work out a good pro- 
gram, because I believe it is important. 


PRIVATE INVESTMENT ABROAD 


My only question deals with investments. 

What progress are we making with private investment in foreign 
countries ? 

Mr. Ditton. Private American investment at the moment in less- 
developed countries, excluding from consideration the investment in 
petroleum, 1 is very limited, very limited, indeed. In all of Asia and 
Africa the annual figures run to something like $50 million a year, 
which does not make much impact. 

In South America it is a different matter. There there has been 
considerable iesaiiagnh although the largest investment again has 
been petroleum investment. There has been very considerable in- 
vestment in merchandising, mining, and other enterprises. 

Senator Cartson. Do foundations make investments or only pro- 
vide grants for programs that are carried out by the countries them- 
selves ? 

Mr. Ditton. They only make grants. Foundations don’t make 
investments. 

Senator Cartson. Does the State Department assist individuals 
indirectly or directly in making these investments? Do they en- 
courage them, or what is the Department’ s attitude? 

Mr. Ditton. We do encourage it to the extent we possibly can. 
The Department of Commerce through the Bureau of Foreign and 
Domestic Commerce lends encour age ment the same way and they do 
a whole lot of practical things to facilitate investment. They pro- 
vide detailed information on business conditions in the various coun- 
tries and the State Department provides the Department of Com- 
merce with information on either specific industries or the economies 
of these countries as a whole, a whole mass of information, which does 
help a company or a business to make up its mind. 
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Also when executives of a country go abroad for this purpose, our| 
embassies are under instructions to lend them every assistance, 
speak with them, to put them in contact with the proper agencies of| 
the local government to help them in every way they can. 


WILLIAM GRAHAM OF KANSAS—PERSONAL ASSISTANCE 


Senator Caruson. I have in mind a personal instance which I am 
familiar with. We have in Wichita, Kans., a man by the name of 
9 ’ . 


to} 


af 


William Graham. Is the State Department familiar with his pro- 


gram and his work ? 

Mr. Ditwo0n. Yes, sir. 

Senator Cartson. I am not too familiar with it, but I know he is 
a very good citizen who started out trying to assist small industry, 
I checked on some of it personally when I was in New Delhi, where he 


was lending as much as $5,000 to an individual to help him get started | 


in business and work out a program for 5 years’ repayment L believe, 


Now, as I understand it, his organization has incorporated and they are | 


trying to expand that into a several million dollar operation. Does 
the State Department approve of that type of program? 

Mr. Ditton. We do very much. We have met with him and have 
felt that that sort of program was an excellent one to the extent it 
could be prac**cally carried out. 

It has the elements of a people-to-people program, which is fine, 
That was the main idea that Mr. Graham had, that people would 
deal with people. He is now trying to obtain larger funds from 
American private investors for that purpose. 

There has been some discussion of a governmental loan to sup- 
plement this, but it was generally felt that this would derogate from 
the people- to- people character which he was trying to build up and 
which is such a vital element of this program. 

So there has not been any governmental financial assistance, al- 
though we have given him every assistance we can otherwise. 

Senator Cartson. I know Mr. Graham appreciates that help. I 
am somewhat familiar with some of the projects that he has assisted 
in, and I sincerely hope, in fact I know, what he has done is helpful. 

Mr. Ditton. Very helpful. 

Senator Cartson. And I hope others may develop this same al- 
truistic attitude. That is all, Mr. Chairman. 

The Cratmman. The Senator from Minnesota? 


SUPERVISION OF ICA PROGRAM MISTAKES 


Senator Humpurey. Mr. Secretary, somewhere in your statement 
I noticed that you had a comment to the effect that we are prone to 
criticize these excesses that are brought to light, the mistakes and 
the errors. Then you caution us not to let this govern our general 
judgment. 

What is done by the ICA to give really tough supervision over the 
administration of these funds? In other words, what kind of an 
inspector genera] system do you have that is exclusive from the oper- 
ating areas of the ICA ? 

Mr. Ditton. The ICA does not have exactly an inspector general 
system. It has a Controller who checks these funds very carefully. 
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They also have a system of evaluation reports which are compiled by 
special teams sent from time to time to countries receiving aid. 
These evaluation reporters go in detail into the performance of the 
mission of the individuals in the mission and so forth. It is a very 
thorough study and that is referred back for consideraion by the 
Director. 

I think one thing is not generally realized, and we feel it certainly 
should be. As far as the economic programs are concerned, the 
findings, the criticisms that have been made by the General Account- 
ing Office, which have mentioned certain specific errors, in most in- 
stances are subjects which had been previously discovered by the ICA. 
The original information regarding them came to the General Ac- 
counting Office from the ICA in Washington, and the ICA had al- 
ready taken action or was in the process of action to correct these 
particular errors. So that is going on all the time. 

There also is a personnel security unit in the LCA which investi- 
gates irregularities. 

EVALUATION STUDIES 


Senator Humrnrey. I have been told about the evaluation teams, 
Mr. Secretary. In fact about a year ago I was informed about some 
of the evaluation studies that had been made. But I was also told 
that these evaluation studies did not get the necessary attention 
when they got back to Washington. I wonder if that is a true state- 
ment or if it is just another one of the many charges that are made? 

I might add that my source of information is a responsible and 
respectable one. The charge was made that good studies were under- 
taken, that fine evaluation teams were sent to the field, and that there 
were suggestions made for improvement of the program. But these 
recommendations never seemed to percolate up to the top where some- 
thing could be done about them. 

Mr. Ditton. I do know that the head of the evaluation unit here is 
an Assistant to the Director of ICA. I do know that the Director 
of ICA has always told me that he reads these reports in toto. 

I myself have looked over all of them, although some of them are 
very thick documents, and I have read the findings and conclusions 
rather than the complete report. 

So I do know that in general they do receive attention. Whether 
all the recommendations are implemented as rapidly as they should 
be may be another question, and I had not heard this particular com- 
plaint and we will certainly see that that is looked into. 

Senator Humpnrey. I will speak to you about this in more precise 
terms when I have had a chance to look over some records T have on 
it. My point now, however, is quite simple. 


CORRECTION OF ERRORS IN PROGRAM 


I support this program and feel it is a good one. Yet every time 
these displays of error and irregularity come to the attention of the 
Congress and the public, it becomes most difficult to justify some of 
the things we are attempting to do. 

Now the answer, it seems to me, is to correct the errors as quickly as 
possible. And when such correction is made, let the public know 
about it. I have no doubt but that the people who run this program 
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are working to do this day and night in an honest effort to make it a 
good program. In fact, 1 am very much impressed with the people 
I have met in the program. But for some reason or another, the only 
time that we hear about the gross mistakes in the program and there 
have been some—is when the General Accounting Office or a sub- 
committee of the other body exposes them, and we end up over here 
looking as if we have appropriated or authorized large sums of 
money for projects and programs which are highly question: able and 
poorly administered. Now, wh: at I would like to see is some kind of 
mechanism which can operate quickly to show us and the public that 
something has been done. 

Out. in the field, when there is maladministration, it should be done 
away with. I have often thought that it might not be a bad idea if 
we were to have in some of these areas of discre pancy or maladmin- 
istration a select. type of committee—with both executive and legis. 
lative members—to inake an on-the-spot inquiry, and then see that 
something is done about the errors which come to light. 

I think the program, basically, is run pretty well, but it is these 
excesses which cause trouble. 

Mr. Ditton. That is correct. 

Senator Humenrey. What can you do to make sure that we get. a 
little more prompt public notice of the corrections that are made? 

Mr. Ditton. We will see what we can do. I think that action to 
correct these things is relatively prompt. ICA takes this action as 
soon as they find that there is anything which they think has not 
been properly handled, which has not. been often. It has been in 
very few instances. The matter of publicity is the place where cer- 
tainly in the past there has been weakness. There certainly has been 
little publicity about these corrections until such time as it 1s brought 
up in one or the other of the bodies of the Congress. 

I do think maybe that we can work out a better system of publicity 
to show that we are taking action to correct faults when they occur. 





DOCUMENTATION OF CORRECTIONS 


Senator Humpnrey. I think that would be helpful to this commit- 
tee—knowing what we are going to go through here in the next couple 
of months—because it is going ‘to be an ordeal to get anywhere near 
the amount of funds that you “would like to have authorized through 
the Congress. So I think it would be a good idea if there could be 
prepared a document showing where ICA found trouble in the field, 
the action it took and the subsequent results, and compare that action 
with the recommendations following investigations made by duly con- 
stituted subcommittees or the General Accounting Office. 

I want to be able to answer the arguments of some of my colleagues, 
if there are any answers. And if there are not any answers, we have 
got to find out why. 

Mr. Ditton. That is correct. I think that information is readily 
available, and we will see that it is put in the form that you suggest. 

Senator Humpnrey. Thank you very much. 
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(The material below was subsequently supplied for the record :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 


Washington, D.C., May 138, 1959. 
Hon. J. W. FULBRIGHT, 


Chairman, Senate Committee on Foreign Relations, 
U.S. Senate, Washington, D.C. 


Deak SENATOR FutsricHT: In respect to Mr. Dillon’s testimony on May 4, 
1959, before your committee, interest was expressed in the operation of the ICA 
system of independent internal audit and inspectfon. During the course of the 
hearings, Senator Humphrey suggested that it would be useful for the committee 
to have a paper to show where our own internal audits had revealed difficulties 
in the ICA program, the action taken as a result of these disclosures and subse- 
quent results (attachment A). It was also requested that an analysis be made 
of comparable investigative activity by the General Accounting Office (attach- 
ment B). It is the purpose of this letter to explain the ICA internal audit 
process, as well as to present pertinent facts to comply with the suggestion of 
Senator Humphrey. 

The ICA Audit Division conducts a comprehensive program of internal audits 
of mission and ICA/Washington operations by dispatching auditors to overseas 
missions and Washington offices with instructions to make thorough overall 
independent audits. We now have 14 professional auditors working on this 
program and will increase our staff to 22 professional auditors during this 
calendar year. This program has grown out of action taken by the agency as a 
result of the first and second Hoover Commission reports, laws passed by Con- 
gress in connection therewith, and the governmentwide joint program for im- 
proving accounting and auditing in the Federal Government. The basic objec- 
tive of the ICA internal audit program is to provide top management with an 
independent and critical appraisal of operations to identify areas where im- 
provements can be made, and to recommend courses of action to improve the 
effectiveness of agency operations. 

The steady increase in internal audits by our own staff gives us increasing 
assurance that unsatisfactory conditions are being brought to the attention of 
management and corrected within the agency before such conditions are pointed 
up to the agency by GAO auditors and congressional investigating committees. 
We have already achieved at least one-time internal audit coverage of all ex- 
cept five recently established missions. The following schedule shows the 
number of reports issued by fiscal year: 

Reports issued 
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We believe that ICA internal audit accomplishments have been significant. 
During the fiscal years 1956 through 1958, the internal audit staff completed 
50 mission and ICA/W audits, which included 1,113 audit recommendations. 
Of these recommendations, action has been completed on 1,074, which resulted 
in substantive improvements in ICA operations and in correction of numerous 
deficiencies in financial and management practices and program implementa- 
tion. Action is in process on 32, and 7 recommendations were withdrawn. 

The procedures to be followed with respect to audit recommendations are 
specified in the ICA Internal Audit Manual (attachment C). Generally, these 
procedures prescribe that action responsibility is assigned to appropriate oper- 
ating officials, and the office director assigned action responsibility is required 
to prepare a consolidated report of actions taken on all audit recommendations. 
The Director, Audit Division, is responsible for monitoring the status of follow- 
up action, and for evaluating the adequacy of action taken. He reports monthly 
on the status of report recommendations to the Deputy Director for Manage- 
ment. Reports are not cleared until action is taken which accomplishes the 
objectives of the recommendations. In succeeding audits, the internal auditor 
conducts an independent detailed evaluation to verify that action has been 
satisfactorily taken on prior audit findings and recommendations. 
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In compliance with Senator Humphrey’s suggestion, attachment A includes qa 
summary of the recommendations and resulting action on 37 reports by the ICA 
Internal Audit Branch on audits of field operations missions issued primarily 
during the fiseal years 1957 and 1958. Audits of the missions in Taiwan (fiscal 
year 1956) and Germany (fiscal year 1959) have also been included since thege 
missions were audited by the General Accounting Office. 

Attachment B includes comparative analysis of findings and recommendations 
by GAO and ICA on audit of U.S. operations missions. We have taken the GAO 
reports on audit of ICA missions overseas during a 2-year period and have 
matched as closely as possible the findings or recommendations of these reports 
with those of our own internal audits. There were only two GAO reports where 
ICA had not covered the same general area covered by GAO, the reports on the 
European Coal and Steel Community, and the special defense financing program 
for France. 

Conversely, ICA had audited during the same period 26 missions and other 
activities not covered by GAO. In respect to audits made by GAO in the same 
period, in all except two instances ICA published an audit report prior to the 
time the GAO reports were issued. This comparison of GAO and ICA audits 
does not include the findings and recommendations of ICA audits and studies 
conducted by the missions which are always available for GAO review and 
which have been used by GAO in reaching their conclusions. 

The ICA internal audit activity described above is only one phase of our total 
audit effort. This function is very substantially supplemented by the total ICA 
audit process in both Washington and each mission overseas as briefly described 
below. (For more detailed treatment on this subject see attachment D, “Sunm- 
mary Statement of ICA Audit Processes” ). 

The Audit Division of ICA in Washington additionally (a) conducts adminis 
trative examinations of vouchers presented to ICA in Washington for payment, 
(b) provides advisory prereview and analysis services of the financial provisions 
of proposed contracts, (¢c) conducts site audits of contractor’s operations under 
ICA-financed contracts, (d) develops and issues procedural instructions and 
manuals in the field of audit, furnishes technical guidance to mission audit 
personnel, and (e€) maintains a small staff to screen recruits, train new person- 
nel, update returning overseas people, and evaluate progress of mission audit 
activities. 

Overseas, each mission has a controller (or comparable official in the small 
missions) who is responsible for providing protective and constructive audit 
services for the mission’s activity. These services include (a) preaudit and 
certification of vouchers chargeable by the mission to U.S. funds, (b) control 
over the development and maintenance of a system to evidence the receipt and 
distribtuion of ICA-financed commodities into the cooperating country involved, 
(c) audits and review to determine compliance by the ICA mission and the 
cooperating country with the statutory provisions of the Mutual Security Act 
and related legislation, and adherence to ICA regulation, (@d) audits of counter- 
part funds, (e) audits of contract operations, and (f) “self-audits” of mission 
operations, such as audits of leave practices, audits of cash and cashier opera- 
tions, audits of administrative support arrangements, and other audits of in- 
ternal mission activities, as appropriate, to assure to mission management that 
operations are in order. 

Finally, ICA has several nonaudit activities which are directly concerned 
with the effective management of ICA programs. These include the program 
evaluation staff, the Office of Personnel, Security, and Integrity, the manage- 
ment and methods staff and various special studies and reviews made by. ICA 
technical offices, as well as those conducted by outside advisory commissions 
establishment by Congress, the President, and the Department of State. 
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In summary, we believe that the current ICA system of audit and inspec- 
tion is generally consistent with modern audit techniques and practices and is 
being applied to reveal trouble spots in the financial management, administra- 
tive, and program operations of the agency. While it is never possible to avoid 
all problem areas and mistakes, we are confident that this system, together 
with the other internal controls established by ICA, will provide the necessary 
protection to assure overall prudent and effective control over funds authorized 
for the mutual security programs administered by the Department of State 
and ICA. 

We are transmitting separately a detailed response to your letter of April 13, 
1959, to Mr. Riddleberger in which you request a complete statement on the 
findings included in reports issued by the Comptroller General over the past 2 
years together with answers to the questions you have posed. 

Sincerely yours, 
L. J. Saccto, Acting Director. 

Attachments: 

A. Thirty-seven Audits by ICA of Field Operations Missions, fiscal year 1957 
and fiscal year 1958. 

B. Comparative Analysis of GAO and ICA Audit Reports, fiscal year 1957 
and fiscal year 1958. 

C. Internal Audit Manual, ICA. 

D. “Summary Statement of ICA Audit Processes.” 

[Attachment B is printed below. The other attachments are in the commit- 


tee’s files. | 
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OF GAO AND ICA AUDIT REPORTS 


ANALYSIS OF RECOMMENDATIONS CONTAINED IN AUDIT 
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FIELD MISSIONS MADE BY GAO AND BY ICA 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND IC.i 
on the 


ASSISTANCE PROGRAM TO CAMBODIA 


Period of Audit: 
GAO - Fiscal Years 1955-1957 
ICA - As of May 31, 1956 
Date of Audit Report: 


GAO - June 2, 1958 
ICA - October 9, 1956 


Findings and/or Recommendations 


Total: GAO- 5 
ICA - 17 


Summary of Findings And/or Recommendations 


Project and Program Activities: GAO 3 ; ICA 2 
Per GAO: 


1. Too many projects 

2. Project planning not precise. 

3. Bilateral agreement needs revision. 
Per ICA: 


1. Suggest that Mission establish memorandum project records to 
reflect the progress of each project in complete financial terms. 


2. The Mission should review its program and approved PPAs for 
Technical Support costs and determine if Mission expenditures are within 
the limitation authorized. 
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Accounting and Auditing: GAO 0 ; ICA 7 


Per GAO: None. 
Per ICA: 


1. The Mission should adjust its accounting records; review and 
correct accounting procedures for project obligations and expenditures. 


2. Suggest that Mission establish memorandum accounts to record 
deposits and other receivables. 


3. The Mission should establish an Imprest Petty Cash Fund am 
return the funds improperly withdrawn from the Trust Fund. 


4. The Mission should perform audits of its administrative opera- 
tions, administrative support costs and counterpart expenditures. 


5. The Mission should complete the establishment of arrival account- 
ing records and perform required end-use observations. 


6. The Mission should conform with the obligating procedures in 
the Manual Orders, discontinue the use of PIO/Cs for procurement of sup- 
plies and equipment charged to administrative costs, designate suppliers 
on all purchase orders, and complete the "Land Rover" deal. 


7. The Mission should obligate payrolls on the basis of estimated 
monthly earnings and obligate blanket travel orders in accordance with 


M.0. 712.4. 


local Currency: GAO OQ ; ICA 3 


Per GAO: None. 
Per ICA: 

1. The Mission should negotiate a Trust Fund Agreement, submit 
reports of Trust Fund expenditures to the RCG, discontinue over-obligating 


the account and confine expenditures from the Trust Fund to program costs. 


2. The Mission should submit a report to ICA/W regarding the utiliza- 
tion of the Thailand Baht account. 


3. The Mission should revise the accounting and billing procedures 
for counterpart deposits. 
Procurement: GAO 1 ; ICA O 
Per GAO: 


1. Import controls lacking. 


Per ICA: None. 
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Administrative Matters: GAO O ; ICA § 


Per GAO: None. 
Per ICA: 


1. The Mission should segregate administrative and program property 
in the records and establish property records in accordance with the 
requirements of the Manual Orders. 


2. The Mission should maintain records for all vehicles, complete 
the file of ownership certificates and follow provisions of the Manual 
Orders when disposing of vehicles. 


3. The Mission should review travel orders and reimbursement vouch- 
ers to determine if refunds are due from travelers. 


4. Suggest the Mission utilize the services of the Records Supervisor 
to train and supervise other employees engaged in communication and filing 
activities. 


5. The Mission should cooperate with Embassy representatives in 
the preparation of estimated shared expense costs and should currently 
review the estimates. 


Miscellaneous Findings: GAO 1 ; ICA Q (Not reconcilable to each other) 


Per GAO: 
1. Exchange rate. 


Per ICA: None. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO GERMANY - 


Period of Audit: 


GAO - Fiscal Years 1954-1956 
ICA = As of March 31, 1958 


Date of Audit Report: 


GAO - May 29, 1957 
ICA = November 4, 1958 


Findings and/or Recommendations 


Total: GAO- 7 
ICA® 22 


# ICA Internal Audit report contained the following comment relating to the 
GAO audit: 


The General Accounting Office made an examination of financial and re- 
lated procedures followed by ICA in the administration of local currency pro- 
grams in the Federal Republic of Germany. The field examination in Bonn and 
Berlin covered selected program activities in FY "54, '55 and "56. A report 
on this examination dated May 29, 1957 titled "Summary of Findings on Examin- 
ation of Local Currency Programs for the Federal Republic of Germany", which 
was submitted to the Director, ICA, by the Comptroller General, lists seven 
findings. 


The examination disclosed that the ICA Controller, Bonn had taken required 
corrective action. 


Summary of Findings and/or Recommendations 


Project and Program Activities: U.0 - 3 ; ICA-4 
Per GAO: 
1. Delays in activating Defense Assistance Program. 
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2. Berlin stockpile overprogrammed. 


3. Productivity projects delayed by Government (of Germany). 
Per ICA: 


1. Phase-out of counterpart activities in Western Germany, including 
the entire productivity operation, is considered within reach at an early 
date if negotiations are pursued vigorously. March 31, 1959 is recom- 
mended as a target date for phase-out. For Berlin, phase-out is also 
found feasible subject to agreement as to desirability between ICA/W the 
Department of State. If such agreement is reached, June 30, 1959 is 
recommended as a target date with transfer of residual controller functions 
from Bonn, to European Area Controller in Paris, by September 30, 1959. 


2. O/AFE and Embassy/Bonn should make every effort to accomplish a 
complete phase-out of the Western Germany counterpart operation and the 
entire Sec. 115(k) and other productivity programs by March 31, 1959. 


3. (a) ICA/W should enter into discussions with Dept. of State to 
determine the advisability of phase-out counterpart operations in Berlin. 


(b) If an early decision to effect a phase-out of Berlin counter- 
part activities is reached all efforts to that end should be directed by 
the O/AFE and Embassy/Bonn. 


(c) After completion of such a phase-out the Office of the ICA 
Controller/Bonn should be abolished within a period of approximately 
ninety days and the residual controller activities should be transferred 
to the Office of the European Area Controller, Paris, France. Such local 
employees as may be required should be retained. 


4. Action should be taken by the Technical Exchange Officer to 
establish an effective system of follow-up of returned ICA participants. 


Accounting and Auditing: GAO -1 ; ICA -4 


Per GAO; 
1. End-use and procedural reviews inadequate. 


Per ICA: 


1. A lack of careful planning of the audit and end-use program by 
the present Controller and inadequate supervision of his local audit 
staff was indicated. This was due, in part, to additional time-consuming 
functions required of the Controller, which are not normally Controller 
responsibilities. Action to transfer certain of these additional responsi- 
bilities from the Office of the Controller to other Embassy units is 
recommended. 
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2. The ICA Controller/Bonn should: 


(a) program remaining end-use audits and reviews in both Berlin 
and Western Germany giving priority to programs to be phased-out, 


(b) make more frequent visits to Berlin to effect closer working 
relations with the auditor stationed there, 


(c) in planning the remaining audit and review programs eliminate 
insofar as possible assignments not directly related to end-se activity, 
and 


(d) take steps to insure the accuracy and improve the quality 
of future audit reports. 


3. The Minister of Economic Affairs should consider transferring 
to another Embassy unit, P.L. 480 Voluntary Agency program activities 
presently being handled by the Controller which are not normally Control- 
ler responsibilities. 


4. In contemplation that the Recommendation relating to the com- 
plete phase-out of Western Germany counterpart operations will be success- 
fully carried out, abolishment of one of the two local auditor positions 
in Bonn by June 30, 1959 is recommended. The end-use staff will thereby 
be reduced to one local auditor stationed in Bonn and one in Berlin. In 
addition, one of the two local accountants on the Controller's staff can 
be assigned to field audit work in Western Germany as needed on a part 
time basis. This will be entirely feasible since with the closing of the 
ERP Special Account, all recording and reporting functions should cease 
for Western Germany, thus cutting down accounting workload accordingly. 


Local Currency: GAO - 3 ; ICA - 13 
Per GAO: 


1. Counterpart loan program administered weakly by Government 
(of Germany). 


2. Deposits from sale of surplus agricultural commodities not 
made promptly. 


3. Controls relaxed on East Berlin program. 
Per ICA: 


l. The audit disclosed the practice by the Mission of transferring 
U.S.-owned local currencies from the U.S. accounts to the master Counter- 
part Special Account and to the GARIOA Counterpart Account for subsequent 
funding of projects to be financed partly by U.S.-owned local currencies 
and partly by counterpart. Recommendation is made that this practice be 
discontinued, and the U.S.-owned local currencies programmed for consoli- 
dated funding of projects, be disbursed directly to the Federal Republic 
of Germany from the United States accounts. 
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2. Counterpart reports, both the standard "L" reports and the 
Mission's own program reports, were found deficient from the stand- 
point of form, content and quality. Recommendations made provide for 
complete separation of Western Germany and West Berlin programs and 
substitution of new report forms, designed by the internal auditors, 
for the Mission's own program reports. Additional recommendations pre- 
scribe action intended to improve the quality of future "L" reports. 


3. Counterpart accounts were found to have under deposits due to 
indebtedness of U.S.-owned local currency account and overdeposits of 
loan repayments. The recommendations made provide for liquidation of 
indebtedness and for future deposits of certain loan repayments to ac- 
counts other than the Counterpart accounts. 


4. A review of audit reports submitted by a FedRep agency con- 
cerning utilization of U.S.-owned local currencies in "Special Aid" 
projects disclosed that reports were not submitted to Embassy/Bonn on 
a current basis. The latest report on file covers the quarter ending 
March 31, 1957. In addition, audit coverage is considered inadequate. 
Recommendation is made that Embassy officials request FedRep to take 
necessary corrective action. 


5. Responsible officials of the Federal Republic should be re- 
quested by Embassy/Bonn to: 


(a) make audits and submit audit reports covering utilization 
of U.S.-owned local currencies for Special Aid projects, on a current 
basis, and 


(b) expand audit coverage to include an adequate review of the 
Federal Republic system of controls over the expenditure of such funds. 


6. The ICA Controller/Bonn should consider the possibility of sub- 
stituting the simple and condensed program data reflected on Exhibits D 
and E attached hereto for the voluminous and detailed reports now pre- 
pared monthly and released as the cumulative status report. If, to ac- 
complish this, certain changes in language or format are deemed necessary 
or desirable, they may be incorporated but no major revisions should be 
made in the reports to be submitted to ICA/W. The submission of the 
cumulative status reports in their present form to ICA/W should be dis- 
continued. 


7. The ICA Controller/Bonn should take necessary steps to liquidate 
the outstanding obligations in the 72FT575 account for amounts owing to 
the GARIOA and ERP special accounts and deposit the proceeds to those 
accounts in the required amounts. 


8. (a) > Vorntroller/Uonn shold eutlevive the Federal iepublic to 
transfer DM 11,182.56 from the ERP special account to the appropriate 
U.S. Treasury Account or to apply as an offset against this, an amount 
of DM 10,925.94, which is due the ERP counterpart account by the U.S. 
Treasury, and deposit the difference of DM 256.62 to the Treasury Account. 
The ERP cash summary reports (ICA-7-83) should be corrected accordingly. 
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(b) On future billings of counterpart accrued on TE expend- 
itures, the Federal Republic should be requested by Embassy/Bonn to 
deposit 10% to the appropriate U.S. Treasury Account. 


9. The Controller/Bonn should make necessary changes in the counter- 
part reports submitted to ICA/W, as discussed with the internal auditors, 
in order that information included therein be presented clearly and ac- 
curately in accordance with ICA/W instructions. 


10. (a) The two Joint Export Import Agency financing transactions 
reported incorrectly as withdrawals for "country purposes" should in 
the future be reported as transfers on the cash summary report and ex- 
cluded from the "detail - country purposes" report. 


(b) The ICA Controller/Bonn should review items and entries on 
the quarterly counterpart reports prior to submission to ICA/W. 


(c) Local accountants responsible for preparation of counter- 
part reports should be given closer supervision by the Controll.1/Bonn. 


11. The ICA Controller/Bonn should request the Federal Republic to 
deposit second generation Zablocki reflows of principal and interest in 
the future to accounts other than ERP and GARIOA sub-accounts. 


12. Quarterly Controller Activity Reports should be submitted to 
ICA/W as required by M.O. 702.1. 


13. Monthly "Country Functional Reports" submitted to the ICA 
Controller/Bonn by ICA/W should be furnished Embassy accounting person- 
nel regularly. 


Administrative Matters: GAO -0O; ICA-1 


Per GAO: None 


Per ICA: 


1. The Controller/Bonn should take necessary action to dispose of 
records not required for ICA operations, as provided in ICA/W instructions. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO KOREA 


Period of Audit: 

GAO - Fiscal Years 1954-1956 

ICA - From August 1953 to March 31, 1957 
Date of Audit Report: 


GAO - June 24, 1957 
ICA - October 7, 1957 


Findings And/or Recommendations 


Total: GAO - 14 
ICA - 46 


Summa of Findings And/or Recommendations 


Project and Program Activities: GAO 8 ; ICA 15 
Per GAO: 


1. Hwachon Dam funding for contracts jumped from $5.3 to $9 million. 





2. Project planning unrealistic on telecommunications project. 

3. Project for fertilizer plant involves undesirable site. 

4. Project for fertilizer plant involved untried process. 

5. Project second fertilizer plant obligated before determination of: 
a) Kind of fertilizer 


b) Type of raw material 
c) Plant location 
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6. Project for rehabilitation of Seoul University not implemented 
promptly. 


7. Project for Mission housing lagged. 


8. Small industry program lacked advance planning and technical 
review. 


Per ICA: 


1. Mission should initiate negotiations with the objective of ar- 
riving at a suitable revision of the Bilateral Agreement. 


2- Mission should develop more satisfactory financial plan for the 
Office of Supply, Republic of Korea (OSROK). 


3. Mission should insure that division and branch chiefs more closely 
supervise project planning. 


4. Mission should include specific information regarding Country 
contributions in PPAs. 


5. Mission should complete review of projects. 
6. Mission should review supply procedures for projects. 


7. Mission branch and section chiefs should establish closer super- 
vision over projects. 


8. Mission should hire additional Korean technicians to assist in 
follow-up on projects. 


9. Increase efforts to expedite PIO/Cs for projects at Korea. 


10. Review the Inchon Port Rehabilitation project and determine 
whether the present ICA financing is appropriate. 


11. ICA/W should provide Mission with guidelines regarding extent of 
support of government agencies. 


12. Mission, after necessary consultation with ICA/WW, should either 
plan to reduce the volume of project assistance or arrange to provide 
sufficient technicians. 


13. Mission should ascertain total of U.S. assistance to ROK agencies 
and ROK owned corporations. 


14. Mission Controller should carry out Mission budget activity as 
required by M.O. 230.2. 


15. The Mission should develop a procedure for reporting completion 
of projects. 
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Obligations: GAO 1 ; ICA 2 
Per GAO: 
1. Premature obligation of 2nd fertilizer plant. 
Per ICA: 


1. Mission should review projects financed by ICA funds and elim- 
inate those of doubtful benefit to the Republic of Korea. 


2. Mission should act on present plans for the screening of pro- 
posed projects. 


Accounting and Auditing: GAO Q ; ICA 8 
Per GAO: None. 
Per ICA: 


1. Mission Controller should correct noted deficiencies in mainte- 
nance of the accounts. 


2. Mission Controller should reconcile undistributed expenses in 
Country functional report within transit advice of charges. 


3. Mission should establish a petty cash fund for travel and small 
expenditures. 


4. Mission should make administrative audits of all administrative 
activities in Mission. 


7 


wae Mission should request necessary end-use and audit staff from 
IcA/W. 


6. ICA/W should approve increase in ceiling. 
7. ICA/W should recruit necessary end-use and audit personnel. 
8. Mission should develop and implement audit activities in accord- 
ance with M.Os. 
Lecal Currency: GAO 1 ; ICA li 
Per GAO: 
1. Local currency operations deficient. 


Per ICA: 


1. Mission should ensure that sponsors use counterpart funds 
promptly for the purpose intended. 


> 
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2. Mission should either grant waivers or discontinue wash 
counterpart transactions. 


3. Mission should ascertain extent of non-compliance with project 
agreement payment provisions, and take corrective action as indicated. 


4. Mission should analyze status of payments into Aid Goods Col- 
lection account. 


5. Revised expectations of additional payments expected should be 
used in estimating future U.S. dollar requirements. 


6. Mission should ensure full and complete payments into the Aid 
Goods Collection account. 


7. Mission should reduce time lag in.getting counterpart funds to 
sponsors. 


8. Mission should require that repayment of loans made from counter- 
part funds be made into counterpart account. 


9. Mission Certifying Officer should assure that all dollar payments 
made locally are in compliance with Section 411 of the Mutual Security Act. 


10. Mission should regularly follow-up on utilization of counterpart 
funds. 


ll. Mission should incorporate counterpart data in the Quarterly 
Narrative report. 
Procurement: GAO 2 ; ICA 2 
Per GAO: 
l. Fertilizer imports did not achieve objectives. 
2. Undesirable procurement practices. 
Per ICA: 


1. Mission should increase effectiveness of Program Documentation 
Division in supervision of the non-project activity. 


2. Mission should encourage the Office of Supply, Republic of Korea 
to take appropriate action re: aid goods in customs warehouses. 
Administrative Matters: GAO 2 ; ICA 8 
Per GAO: 
1. Purchase and control of administrative supplies unsatisfactory. 


2. Recruitment difficulties. 


40110 O—59—pt. 1—_—-6 
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Per ICA: 


1. ICA/W should re-examine basis for computing administrative 
support costs. 


2. ICA/W should improve screening of applicants for this Mission, 
and endeavor to transfer more individuals from other ICA field Missions, 


3. Mission should request increased ceilings for the Economic and 
Financial Division and the Program Planning Division. 


4. ICAW should increase administrative ceilings to permit transfer 
of 9 program personnel in Administrative positions. 


5. Mission should train new Korean employees and rescreen present 
employees. 


6. Mission should improve promptness of processing of Mission 
paper work. 


7. Mission should close its procurement office in Tokyo. 


8. Mission should increase its efforts to resolve the transportation 
problem. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO LAOS 


Period of Audit: 


GAO - Fiscal Years 1955-1957 
ICA - As of December 31, 1956 


Date of Audit Report: 


GAO = October 8, 1958 
ICA - August 29, 1957 


Findings And/or Recommendations 


Total: GAO- 7 
ICA - 51 


Summary of Findings And/or Recommendations 
Project _and Program Activities: GAO 2 ; ICA 2 


Per GAO: 
1. Project planning inadequate. 


2. Technical assistance deficient in providing skills needed to 
operate projects. 


Per ICA: 


1. Identify sources of 56.1 million kip provided to projects from 
non-counterpart sources and report to ICA/W. 


2. Standardize format of project progress reporting requirements 
after consultation with Program Officer, technical division chiefs and 


Controller. 


Accounting and Auditing: GAO 3 ; ICA 21 
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Per GAO: 
1. Budget and Finance procedures of Government are deficient. 
2. There is no control over local currency. 
3. End use amd audit should be expanded. 

Per ICA: 


1. Reconstruct local currency accounts of projects formerly admin- 
istered by STEM/Saigon. 


2. Segregate in fiscal reports details relating to project previously 
administered by STEM/Saigon. 


3. Verify kip costs of Police project by selective field checks. 


4. Assist Lao Government to establish inventories and applicable 
control procedures. 


5. Require that the terms of the bilateral agreement, with respect 
to the deposit of kip in the Special Account, be complied with. 


6. Review TOICA A-642, May 21, 1957, and determine whether the 
bilateral agreement requires deposits on the proceeds or commensurate value 
basis. 


7. Prepare and preserve work papers in connection with annual Sec- 
tion 1311 reviews. 


8. Revise payroll procedures to provide that payment be by other 
than those engaged in payroll preparation. 


9. Prepare list each pay day of payroll checks and pay envelopes 
not delivered. 


10. Restore unclaimed salary to original funds within a reasonable 
time after pay day. 


ll. Void the appointment of the Limited Agent Officer in favor of an 
employee whose duties do not impair effective internal control. 


12. Report the fund of Limiteu Agent (fficer to the U.S. Treasury 
Department as required. 


13. Adjust accounting after receipt and audit of Executive Officer's 
report of monies advanced. 


14. Arrange with U.S. Disbursing Officer to establish an account in 
Thailand Baht. 


15. Revise cashier procedures to assure that adequate control is pro- 
vided for the collection, deposit and disbursement of cash. 
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16. The Controller should give maximum guidance amd supervision to 
the audit program and staff. 


17. Complete property inventory and reconcile with Controller records. 
18. Re-examine property procedures with a view to improving control. 
19. Complete vehicle inventory promptly. 


20. Extend the vehicle record to include the cost of gasoline, re- 
pairs, etc., and use for management decisions. 


21. Place all unclaimed salary with responsible employees having no 
connection with payroll preparation. 


Administrative Matters: GAO O ; ICA 16 


Per GAO: None 
Per ICA: 


1. Request that a certifying officer be designated with the staff of 
the PEO. 


2. Revise budgeting policies to include Controller in all reviews. 


3. The Office of Personnel, ICA/W, should accelerate its progress 
of recruitment for Mission audit staff. 


4. The Lao Customs should be assisted in organizing arrival data 
compilation and reporting. 


5. Report end-use activities in accordance with applicable M.0.s. 


6. End-use staff should not be diverted to activities of lesser 
importance. 


7. Determine services agreed to be provided by State and whether 
services are being performed, as agreed, and negotiate a new agreement. 


8. Reassess value of services being rendered by personnel at USOM/ 
Thailand and press for equitable sharing of their costs. 


9. Review application of the charges made for services to USOM/Thai- 
land. 


10. Establish control of AIR! Rs and render monthly status report 
thereon to USOM management. 


ll. Review need for overtime to determine whether it can be reduced 
by better management. 


12. Re-examine office and residential requirements and present a 
plan adequate to forseeable needs. 
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13. Utilities and maintenance services should be staffed to pro- 
vide efficient services. 


14. Request ICA/W to advise as to necessity for taking waivers from 
other than USOM employees when passengers on contract plane. 


15. The USOM "Mess Association" should formalize its policies and 


procedures of purchasing, personnel, cash operations, banking and settle- 
ment. 


16. The USOM "Mess Association" shoud immediately bond all person- 
nel engaged in financial activities. 


Procurement: GAO 1 ; ICA 8 





Per GAO: 

1. Commodity import program not controlled by Government. 

1. Require Howell Contract Staff to submit all recommendations in 
writing, to USOM only. Amend contract, if necessary, to provide such 


procedure. 


2. Present Howell recommendations as approved to Lao Government 
through official channels. 


3. Take necessary follow-up action to obtain acceptance by Lao 
Government. 


4. Revise procurement procedures to assure that Controller approval 
for funding will be obtained in advance. 


5. Develop long range plan for procuring from the U.S. General Ser- 
vices Administration to provide better quality and reduce local procure- 
ment. 


6. Revise procedu€s to provide routing of procurement documents to 
Controller's Office in first instance. 


7. Establish procedure whereby documentary evidence of the official 
approval and use of Mission boat is maintained. 


8. Determine whether the investment in the boat is justified. 
Specialized Findings: GAO 2 ; icA & 
Per GAO: 


1. Cash grant dollars given without effective controls. 


2. Exchange rate not realistic. 
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Per ICA: 


1. Implement the procedures contained in ICATO A-233 re: the 
control of Cash Grants. 


2. Study the system employed in Vietnam for the registration of 
importers, and the Cash Grant agreements between the USOM/Saigon and the 
Vietnamese Government; and report results and action taken to ICAMW. 


3. Study the problems relating to diversion of shipments, non- 
arrivals, over-pricing, etc. extending across the borders of Cambodia, 
Laos, Thailand and Vietnam, and develop a plan to resolve the problems. 


4. Determine the official basis for the exchange rates used. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO PAKISTAN 


Period of Audit: 


GAO - Fiscal Years 1955-1957 
ICA - February 19, 1951 through December 31, 1956 


Date of Audit Report: 


GAO - March 31, 1959 
ICA - September 23, 1957 





Fin s And/or Recommendations 
Total: GAO - 21 
ICA - 63 


Summary of Findings And/or Recommendations 


Project and Program Activities: GAO 7 ; ICA 8 


Per GAO: 
1. Program planning insufficient. 
2. Too many projects. 
3. Project implementation shortcomings not corrected promptly by ICA. 


4. Planning and implementation inadequate on Ganycs Kobadek Irriga- 
tion project. 


5. Project for storage of grain unduly delayed. 
6. Fertilizer factory suffered inefficient operation. 


7. Project for Karachi Water and Sewer Supply delayed. 
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Per ICA: 


1. Develop a reservoir of acceptable proposals for programs in FY 
1958. 


2. Secure current information re: status of projects. 


3. Obtain information on the utilization of participants after com 
pletion of training. 


4. USOM Controller should participate in the formulation ami review 
of buigets. 


5. Review sub-obligations for procurement under contracts and de- 
obligate funds not required. 


6. Review projects and determine if implementation is likely to 
occur within a reasonable time. If not, deobligate. 


7. Establish the Mission program procurement responsibility under 
program operations. 


8. Accelerate efforts to have GOP assume greater responsibility for 
program procurement. 


Obligations: GAO 1 ; ICA & 
Per GAO: 
1. Obligations premature and in excess. 
Per ICA: 


1. Review current requirements for non-project assistance funds - 
determine if any funds can be deobligated. 


2. Request the Office of Transportation, ICAMW, to review require- 
ments for obligation for freight on blanket PAs, and deobligate portion 
not required. 


3. Review FY "56 Section 1311 certification and make adjustments for 
items noted. 


CA. he Review unliquidated obligations for technicians and deobligate 
| balance not required. 


-_ 


Accounting and Auditing: GAO 4 ; ICA 5 
Per GAO: 


1. Unclaimed commodities in warehouses. 
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2. Equipment for village program not used. 
3. Equipment not effectively used. 
4. Refund claims long outstanding. 

Per ICA: 


1. Correct the indicated deficiencies on sixteen end-use reports 
and bill GOP for appropriate refunds. 


2. Expedite the establishment of a procedure for billing GOP for 
funds on which utilization was not satisfactory. 


3. Make a more aggressive effort to correct deficiencies noted in 
end-use reports. 


4. Review agreements to determine title to non-expendable property, 
develop accountability records and check the utilization of all non- 
expendable property. 


5. Accounts Division should make appropriate adjustment in the 
functional report. 


Local Currency: GAO 2 ; ICA 4 
Per GAO: 


1. local currency obligation not justified. 
2. Local currency planning inconsistent. 
Per ICA: 


1. Plan and budget, in cooperation with GOP, the expected genera- 
tion and utilization of rupee funds. 


2. Develop, with GOP, a reservoir of agreed projects which can be 
implemented as local currency funds become available. 


3. Make local currency audits and report on utilization of rupee funds, 
4. Negotiate, with the assistance of ICA/W, a loan agreement with 
GOP and develop a program for the utilization of P.L. 480, Title I funds. 
Procurement: GAO 1 ; ICA 6 
Per GAO: 


1. Malpractices in government and private sectors under commodity 
import program. 
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Per ICA: 


rw 


1. Negotiate with GOP a satisfactory revision of the list of eligible 
importers. 


2. Negotiate a classification of agreements re: customs duties. 


3. Negotiate with GOP for exemption of payment of sales taxes. 


ts 
4. Comply with M.O. 534.1 for small purchases and establish credit 
: with local merchants. 
r 
5 Investigate reported instances of sales of import licenses. 
in 6. Revise M.O. 230.3 to limit the responsibility of executive 
officers in connection with program procurement. 
rty, 
Administrative Matters: GAO 1 ; ICA 23 
Per GAO: 
1. Administrative support activities deficient. 
Per ICA: 
1. Mission Controller should examine administrative operation at 
least annually. 
2. Mission Director should make clear and specific delegations of 
authority to his principal assistants. 
3. Mission employees on detail to State should be transferred to 
State Department payrolls. 
a 4. Review and adjust USOM staffing pattern as may be required. 
5. Resurvey work assignments of local employees and allocate costs 
” to program and administrative funds, as appropriate. 
6. USOM Director should require coordination of all decisions in- 
funds. volving personnel actions. 
h 7. Review regulations pertaining to the hiring of local employees, 
ds. and apply on a more flexible basis. 
8. Determine which positions cannot be filled within a reasonable 
period of time and advise Mission. 
9. Determine which of the technician positions cannot be filled within 
. a reasonable time and advise Mission. 


10. Prepare a control record * vehicles, take physical inventories 
regularly, etc. 
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ll. Comply with ICA property disposal procedures, etc. 
12. Operate all cars on a motor pool basis. (M.O. 567.1) 
13. Provide for more economical use of existing equipment. 


14. Cancel the leases of untenable houses and, if possible, recover 
unused portions of advance payments. 


15. Designate an accountable property officer. 
16. Designate a property disposal officer. 
17. Survey property operations in relation to M.0. 542.1. 


18. Mission Controller should furnish a detailed listing of non- 
expendable property having a unit cost of $10 or more. 





19. Transmit to M/ADSER, ICAMW, the inventory reconciliation 
certificate. 


20. Limit advances and expenditures of U.S. funds to official travel. 


21. Place refrigerators in protected storage pending refund from 
supplier. 


22. Office of Industrial Resources should continue to effect final 
settlement of the case of the refrigerators. 


23. Require housing reports from the Mission which indicate the 
extent of progress made in correcting deficiencies. 
Specialized findings: GAO 4 ; ICA 9 
Per GAO: 
1. Country contributions inadequately reported. 
Per ICA: 


1. Require GOP to comply with the terms of bilateral agreement re: 
funds. 


2. Determine extent of contributions to projects by GOP. 


3. Negotiate a new bilateral agreement with GOP to replace present 
agreement. 


Per GAO: 


l. Special Wheat program had administrative difficulties. 
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Per ICA: 


l. Negotiate a settlement of the P.L. 77 (Special Wheat) program on 
the basis of audit findings. 


2. Make audits and end-use verifications of P.L. 77 local currency 
and report on utilization of funds. 


: 3. Complete an end-use report examination to verify that P.L. 77 
| wheat has been utilized. 
| Per GAO: 
l. Distribution of relief improper. 
2. Relief programs not publicized, 
| Per ICA: 
1. Examine and report on distribution procedures - voluntary agencies. 
| 2. Prepare a new end-use report covering flood relief supplies and 
el. determine if utilization has been satisfactory. 


3. Determine the current situation with respect to utilization of 
P.L. 480, Title II Wheat. 


Miscellaneous Findings: GAO 1 ; ICA 4 (Not reconcilable to each other) 
| Per GAO: 
| 1. Triangular Trade inconsistent with normal trade patterns. 


Per ICA: 


1. Take appropriate action to assure proper and adequate handling 
of cash. 


2. Provide for periodic audits of cashiers funds at all locations. 


3. Audit leave records and payroll operations. 


4. Terminate the function of class C Agent officer. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO SPAIN 


Period of Audit: 


GAO - As of Fiscal Year 1957 
ICA - As of September 30, 1956 


GAO audit limited to a review of certain activities and not to a com 
prehensive auiit of Mission operations. GAO report was confined to a letter 
report to the Director of ICA which was subsequently released to the Congress. 
Date of Audit Report: 

GAO - January 13, 1958 
ICA - March 21, 1957 
Findings And/or Recommendations 
Total: GAO - 6 
ICA - 30 


Summary of Findings And/or Recommendations 


Project and Program Activities: GAO 3 ; ICA ll 
Per GAO: 


1. Deficiencies in administration of technical exchange activities 
including: 


«) Lag in program approval process. 
b) Delay in project implementation. 
c) Need for evaluation of training results. 


Per ICA: 
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le Undertake to implement old technical exchange projects or 
amend the agreements and deobligate the funds. 


2. Review the dollar program for Spain relative to actual needs. 


3. Determine action to be taken to coordinate procedures with De- 
partment of Agriculture re: P.L. 480, Title I transactions; method of 
controlling joint ICA and Agriculture Department imports; and the re- 
porting basis for joint imports. 


4. Encourage the Directorage General of Economic Cooperation to 
increase its staff and maintain functions on a current basis. 


5. Assist the DGEC of the GOS to establish its subauthorization 
processes and follow up to insure that these operations are maintained 
on a current basis. 


6. Advise O/AFE of amounts of unutilized credits available on the 
Export-Import Bank loan. 


7. Keep the Mission advised of pending developments between all 
U.S. agencies and the GOS. 


8. Continuously review all PAs, make cutbacks where appropriate 
and deobligate funds not required. 


9. Accelerate the implementation of projects by earlier program 
ming, allotting, and obligating. 


10. Resolve the disagreement relative to the FY 56 dollar program. 


ll. Institute an effective coordination of programming and budget- 
ing information between U.S. agencies relative to aid programs for Spain. 


Accounting and Auditings GAO 3 ; ICA 14 


Per GAO: 
1. Scope of end-use audit inadequate. 


2. Procedural reviews of Spanish Government accounting procedures 
and controls required. 


3. Inadequate end-use audit program (Included six suggestions for 
improvement ). 


Per ICA: 
1. Work out an arrangement with the Expor.-Import Bank to insure 


end-use verification requirements tor equipment provided to the GOS 
under the loan agreement. 


2. Make a special examination of the Title III P.L. 480 commo ity 
distribution and use. 
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3. Make an audit of the fiscal records for commodity distribution 
and use. 


4. Follow the policy guidance of the 704 series of Manual Orders, 
perform end-use verifications to cover the operaticns adequately. 


5. Concentrate efforts of staff on end-use verification. 
6. Request additional audit staffing. 


7. Request DGEC to comply with GOS commitments for end-use verifi- 
cation. 


8. Determine whether counterpart and local currency funds are being 
expended in accordance with agreements. 


9. Conduct financial audits of peseta funds, administrative support 
operations and determine whether ICA policies, practices, procedures, 
and agreements are being complied with. 


10. The GOS should audit and report to JUSMAG and the USOM/S the 
Construction Fund. 


11. Establish procedures to set up a clearing house in DD/S for items 
of equipment not utilizable in the country to which originally programmed 
and shipped. 


12. Endeavor to locate another country recipient of U.S. aid to 
which the equipment can be shipped and utilized. 


13. Bill the GOS for commodities and equipment not used. 


14. Transfer certain TAA costs from Spain to Portugal on ICA/W 
country functional reporting. 


Local Currency: GAO QO ; ICA & 


Per GAO: None. 


Per ICA: 


1. Conclude the .oan agreement with the GOS to permit release of 
local currency derived from P.L. 480, Title I funds. 


2. Arrange for the deposit of all U.S. owned pesetas in the Bank 
of Spain at an equitable rate of interest. 


3. Redesign counterpart and U.S. owned local currency ledgers to 
provide improved basis for reporting which should include all pertinent 
financial transactions. 


4. Develop reports for counterpart and U.S. owned local currency op- 
erations for Mission Management. 
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Administrative Matters: 


Per GAO: 
Per ICA: 
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None. 


Review the need for adequate staff, request ICA to authorize 
additional positions. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO TAIWAN 


Period of Audit: 


GAO - Fiscal Years 1955-1957. 
ICA - June 26, 1951 thru June 30, 1955. 


Date of Audit Report: 


GAO - August 29, 1958 
ICA - January 10, 1956 


Findings And/or Recommendations 


Total: GAO - 5 
ICA - 23 


Summary of Findings And/or Recommendations 


Project and Program activities: GAO 1 ; ICA 3 


Per GAO: 
1. JCRR continuance should be reviewed. 
Per ICA: 


1. More effective control over the financial operation of JCRR 
should be exercised. 


2. The implementation of the JCRR program in some instances has 
been found inadequate and the utilization of aid has been improper in 
substantial instances. 


3. Only parts of the program to be carried out by the University 
of California has been implemented. 
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Obligations: GAO QO ; ICA 2 


Per GAO: None 
Per ICA: 

1. There was an apparent over-obligation of $54,562 under sub- 
allotment classification "Summary of Major Fields of Activity" - General 
and miscellaneous - No. 90 at May 31, 1955. 


2. Another allotment was over-obligated by NT $78,237. 


Accounting and Auditing: GAO QO ; ICA § 


Per GAO: None. 
Per ICA: 

1. The Mission's auditing functions are not being concentrated in 
those areas of operation where discrepancies and irregularities are being 


revealed. 


2. More effective use of the audit staff could be achieved by ade- 
quate training. 


3. Audits are often not being made as frequently as is necessary. 
4. There is no readily available reconciliation between the landed 
cost of aid supplies procured under a "PA" in U.S. currency and the sales 


proceeds generated therefrom in NT $. 


5. Accounting functions of CUSA are out of control. 


Lecal currency: GAO 1 ; ICA 5 


Per GAO: 


1. Local currency deposits needs clarification and arrears should be 
settled. 


Per _ ICA: 
1. The Taiwan government is in arrears on its obligations. 


2 The records of CUSA do not accurately reflect the amount of local 
currency derived from its operations. 


3. Cash controls were not adequate. 


4. Unexpended funds had not been returned to CUSA by a contractor. 


5. CUSA had recorded advanced funds as expenditures. 
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Procurement: GAO 1 ; ICA 3 





Per GAO: 

1. Commodity import program subject to abuse. 
Per ICA: 

1. Items being currently purchased have not been compared with a 
list of items on hand in order to prevent expenditures for items now 
available on the island. 

2. In some instances equipment has been procured and not utilized. 

3. In some cases industrial plants have been built to process raw 
materials which were not and are not available. 

Administrative Matters: GAO O ; ICA 3 
Per GAO: None. 
Per ICA: 


1. A sound policy for distribution of PL 480 Title II relief goods 
was lacking. 


2. The controller function of the Mission had not been extended to 
the financial operation of the council for U. S. aid. 


3. No individuals are on the staff of the controller of the Mission 
who perform the functional responsibilities over budget as required by 
M.O. 229.2. 
Specialized Findings: GAO 2 ; ICA 2 
Per GAO: 
1. Exchange rate unrealistic. 
2. Cash grant of 4 million violated normal procedures. 
Per ICA: 


1. Approximately 100 locals had been carried for several years as 
temporary employees but paid from TA funds. 


2. The Mission's motor pool has been operating with many over age 
cars and with no recent acquisitions. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 


by 
GAO AND ICA 


on the 


ASSISTANCE PROGRAM TO TURKEY 


Period of Audit: 
GAO - Through June 30, 1957 
ICA - From July 4, 1948 to March 31, 1957 
Date of Audit Report: 
GAO = July 24, 1958 
ICA - October 1, 1957 
F or Recommendations 
Total: GAO = 15 
ICA - 56 


Ss of Findings And/or Recommendations 


Project and Program Activities: GAO - 8; ICA - 11 


Per GAO: 
le Program implementation lagged. 


2. Pipeline too large. 


3. Costs of development and exchange projects not revealed by 
accounting records. 


4-6. Projects delayed; (3 finding's) 
(a) Zongaldalc 


(bo) Sariyar 


(c) Grain Storage 
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7-8. Technical exchange projects deficient; (2 findings) 
(a) Meat packing plant 
(b) Public Administration 
Per ICA: 


1. Establish a set of reports which would show the various stages of 
the programming process. 


2. Review compliance of GOT agencies with the reporting procedure, 


3. Review non-project PAs on which delivery dates have expired and 
determine validity. 


4. Review unliquidated project obligations and deobligate as neces- 
sary. 


5. Follow up through Office of Deputy Director for Technical Serv- 
ices, ICA/W, to secure personnel requisitioned. 


6. Secure additional information on certain contracts for services, 
and deobligate unnecessary funds. 


7. Review periodically and report on the progress of project 
operations. 


8. Request GOT to develop a report showing contributions made 
by GOT. 


9. Determine and advise Mission whether certain deobligated amounts 
may be reprogrammed. 


10. Follow-up on old TAA transactions, liquidate and close out. 


11. Review unobligated allotment balances, 1956 and prior, and 
determine if any funds are available for reprogramming. 


Obligations: GAO-1; ICA - 6 


Per GAO: 


1. Funds at end FY 1955 and 1956 obligated improperly. 


Per ICA: 


1. Obtain sufficient information, with respect to Department of 
Defense obligations, by which to determine whether a need exists for 
the unliquidated obligations. 
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2. Contact U.S. Agencies and determine portion of obligations 
that can be deobligated. 


3 Obtain necessary information from Department of Labor re: 
unliquidated obligations covering technicians and advise Mission. 


4. Determine extent that obligations for freight can be de- 
obligated. 


5 Review obligations for freight on Direct Forces Support, non- 
project assistance items, and determine actual freight requirements. 


6. Reexamine obligations carefully and determine if any are in 
excess of requirements. 


Account and Auditing: GAO - 2; ICA - 10 


Per GAO: 
l. Arrivals unreported 
2. End-use investigations insufficient. 
Per ICA: 
1. Establish arrival records and transfer to GOT. 
2. Establish end-use program, reports results, and follow-up. 


3. Prepare an audit program and report on the implementation and 
utilization of program funds. 


4. Establish internal procedure for review and follow-up of audit 
reports. 


5. Establish higher standards of auditing procedure for end-use 
operations, etc. 


6. Collect all outstanding refund claims and provide control. 


7. Prepare and issue reports required under M.O. 704 series. 
(Reports on audit activity). 


8. Obtain expenditure information on the Emergency Relief Program 
from Department of Defense. 


9. Prepare reconciliation of Mission accounts with Country Func- 
tional Report. 


10. Reconcile "Run 13" with Country Functional Report allotments. 
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Local Currency: GAO-1; ICA 4. 


Per GAO: 
1. Local currency fund controls weak. 
Per ICA: 
1. Prepare local currency budgets for future programming. 


2. Record receipts and disbursements and insure that receiv- 
ables of Section 402 money is collected. 


3. Request GOT to submit monthly bank statements in confirmation 
of deposits. 


4. Pay local currency program support costs from the Trust Fund. 


A t Matters: GAO-0; #£ICA -23 


Per GAO; None 


Per ICA: 
- le Determine positions that cannot be filled in a reasonable time, 


2. Request recruitment of 18 Americans for whom requisitions were 
sent to ICA/W for action. 


3. Verify pricing, receipt and use of administrative procurement 
from cash funds. 


4. Comply with the provisions of M.0. 567.1; (Use of automotive 
vehicles at Missions for official and non-official business) 


5. Establish and maintain cost records of motor vehicles and 
spare parts. 


6. Determine which motor pool cars should be transferred to the 


7. Control the use of motor cars. 
8. Prepare leases on the standard form specified in M.O. 551.1. 
9. Establish a policy for the rental of houses to employees. 


10. Prepare a complete physical inventory as required by Manual 
Order. 


I~ 
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ll. Review 1958 administrative support agreement, justify cost, or 
arrange for an adjustment of cost. 


12. Negotiate a basis for adjustment of estimated administrative 
support costs. 


13. Record advances for quarters allowances on D-l Reports. 


U4. Clarify for USOM/T the meaning of M.O. 752.1 re: manner of 
recording advances. 


15. Instruct Mission to insure that charges prorated for admin- 
istrative support are fair to Missions. 


16. Assure that payrolls are signed when cash evelopes are delivered. 
17. Comply with payroll procedural requirements of M.O. 761.1. 


18. Review working requirements and explore possibility of stagger- 
ing working hours. 


19. Inventory non—expendable project property and reconcile with 
financial records. 


20. Provide for the preparation of vouchers in offices other than 
that of the Certifying Officer. 


21. Make appropriate collections and payments with respect to ad- 
vances re: Quarters Allowances. 


22. ICA/W should review the need for additional temporary housing 
and mess facilities and advise the Mission. 


23. Increase the weight limit of accompanied baggage for new em- 
ployees and contract technicians. 


Specialized Findings: GAO-1; ICA -1 
Per GAO: 
1. Repayment of dollar loan in arrears. 
Per ICA: 


1. Conclude supplementary loan agreements with GOT. 
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Miscellaneous Findings: GAO - 2 IcA -1 
(Not reconcilable to each other) 


Per GAO: 

1. Exchange rate not realistic 

2. Economic conditions have required increased U. S. aid. 
Per ICA: 


1. Ten (10) actions are included in this recommendation in connec- 
tion with Cashier activities. 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 


ASSISTANCE PROGRAM TO VIETNAM 


Period of Audit: 

GAO - Fiscal Years 1955 - 1957 

ICA - From July 1955 to December 31, 1956 
Date of Audit Report: 

GAO — May 22, 1958 

ICA - August 22, 1957 


Findings and/or Recommendations 


Total: GAO - 16 
ICA - 25 


Summary of Findings and/or Recommendations 


Project and Program Activities: GAO-4; ICA- 4 
Per GAO: 


1. Financial program reporting is deficient. 
2. Piecemeal fiinding.of highways and bridges project undesirable. 
3- Plans for highway project changed too frequently. 


4. Refugee program deficient in several ways. 


Per ICA: 


1. ICA/W should advise the Mission re program policies. 
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2. The USOM/V should institute adequate surveys by Mission pers- 
onnel to establish cost estimates previously prepared by French Governmental 
authorities, in the amount of $9,362,289, covering Agricultural Project 
Proposal No. 30-12-144. 


3- A coordinated plan should be presented by the Mission to include 
current police equipment inventories and their relationship to proposed Public 
Administration Project No. 30-79-120, Civil Police. 


4. That the USOM/V standardize the format of project progress 
reporting based on requirements of Mission officials. 


Obligations: GAO =- 2; ICA = 2 
Per GAO: 


1. Obligation of $234.8 million deviated from procedures by not 
providing financial management and committing funds prior to known use. 


2. Obligation in excess of need for budgetary support in 1955. 


Per ICA: 


1. The USOM/V should assist the Government of Vietnam in estab- 
lishing project commodity and equipment records showing source of funding, 
cost, description and location. 


2. The Mission technicians should be instructed in blueprint 
procedures. 


Accounting and Auditing: sAO0 - 3; ICA- 5 
Per GAO: 
1. Salvaged North Vietnam goods not accounted for. 
2. Medical supplies stockpiled. 
3. Financial management deficiencies disclosed by IAB/ICA. 
Per ICA: 
1. The Controller, ICA/W, should reassess current procedures for 
handling claims for refunds with the view toward amending and strengthening 


procedures as necessary to provide for positive collection action, either by 
ICA/W or in the Mission. 


2. The Office of Personnel, ICA/W, should expedite the recruitment 
of the auditor/end-use investigator requested by the Mission. 


3. The Mission Controller should request ICA/W approval of another 
auditor/end-use investigator. 
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4. The USOM/V Controller should establish master allotment 
accounts for all allotments. 


5. Accounting for FY 1957 projects should conform to current 


™ procedures as prescribed in M.0. 732.3. 


Local Currency: GAO - 0; ICA-4 
Per GAO: None 


Per ICA: 


1. The Controller should determine the amount of counterpart funds 
to be generated on the basis of the Monthly Notification Reports and inform 
1cA/W and the Vietnamese Governement of the correct amounts. 


2. The Mission should report to the GOV the use of Trust Fund 
piasters. 


3. The USOM/V should estimate piaster costs of all administrative 
operations, obtain allotment of program dollar funds and purchase piasters at 
free market rate. 


4. The USOM/V should establish a time limit for retaining unclaimed 
local currency salary at the expiration of which it would be restored to the 
Trust Account. 


Procurement : GAO - 2; ICA =-1 
Per GAO: 
1. Procurement regulations too liberal. 
2. Waivers given for luxury items. 
Per ICA: 
1. The USOM/V should undertake a survey of stocks in the Foreign 
Aid Administration warehouse (Vietnamese Government Agency Charged with the 


programming and implementation of projects) to determine whether refund or other 
appropriate action should be initiated on the grounds of non-utilization. 


Administrative Matters: GAO-1; ICA-7 
Per GAO: 


1. Administrative support functions should be pooled. 


Per ICA: 


1. The USOM/V should establish an amortization record covering the 
properties leased with U.S. owned counterpart funds and report to ICA/W. 
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2. The USOM/V should price the inventory of non-expendable prop- 
erty from the fiscal records. 


3. All procurement documents when received by the Mission should 
be transmitted directly to the Mission Controller's Office. 


4. The USOM/V should make a complete inventory of all mission 
vehicles and reconcile with fiscal records. 


5. USOM/V should determine the number and cost of vehicles purchased, 


6. USOM/V should arrange to dispose of unusable vehicles in accord- 
ance with M.O. 542.2. 


7. M/CONT, ICA/W should advise the Mission as to whether regula- 


tions require that cashiers handling Trust Funds should be Treasury appointed, 
and whether, and in what amount, bond has been obtained for the cashiers. 


Specialized Findings: GAO -1; ICA-2 
Per GAO: 


1. Rate of exchange of piaster should be 70 to $1 instead of 
35 to $1. 


Per ICA: 


1. The Mission should negotiate a new rate of exchange for piaster 
deposits and payments. 


2. A study should be made by the Mission Controller to ascertain 
the rate or rates at which piaster proceeds accrue to the Vietnames Govern- 
ment as a result of U.S. financed assistance and report to ICA/W. 


Misceallaneous Items: GAO - 3; ICA - O (Not reconcilable to each other) 
Per GAO: 
1. Cash Grants and loans: (3 findings) 
a) Aggravated inflation. 
b) Gave profit remittances to French businessmen. 


c) Gave Vietnam Governemnt more dollars than it needed. 


Per ICA: 


None (This subject is within the functional area of responsibility 
assigned to the Program Evaluation Staff and is beyond the scope of the ICA 
Internal Auditors.) 
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COMPARATIVE ANALYSIS 
of 
AUDIT FINDINGS AND RECOMMENDATIONS 
by 
GAO AND ICA 
on the 
SECTION 1311, REVIEW OF ICA OBLIGATIONS 
as of 


JUNE 30, 1957 


Period of Audit: 


GAO - June 30, 1957 
ICA - June 30, 1957 


Date of Audit Report: 


GAO - June 19, 1958 
ICA = September 30, 1957 


Findings and/or Recommendations 


Total: GAO - 5 
ICA - 14 


Summa of Findings and/or Recommendations 


Per GAO 


1. A significant amount of funds under the control of ICA is allocated 
to other U.S. Government agencies. As of June 30, 1957, ICA had not received 
adequate fiscal data from these agencies. 


2. ICA not using sound basis for estimating probable losses under the 
investment guaranty program. 


3. Certain premature obligations evidence financial procedures not con- 
ducive to effective program administration, and timely and prudent utilization 
of funds. (Middle East Resolution) 


4. Premature obligation of funds for special machinery, Pakistan; obli- 
gation subsequently cancelled. 


5. Premature obligation of funds in Pakistan, subsequently no longer 
needed for original purposes of projects. 
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Per ICA 


1. The Administrative Audit Branch should continue their efforts to 
close out as soon as possible the Trust Funds. 


~~. ma 2 


2. The Financial and Procurement Methods Division should clarify the 
status of contract cut-off dates. 


3. The Accounts Division should submit a complete report to the Con- 
troller on its efforts to close out the old PA/PRs issued to the Department 


of the Army. 


4. The Accounts Division should request the operating divisions to re. 
view old Army Pa/PR delivery dates and secure amended PA/PRs where required, 


5. The Financial and Procurement Methods Division should not approve 
the extension of the present termination dates on any of the 24 TAAs outstani. 
ing as at June 30, 1957. 


6. The Accounts Division should close out during FY 1958 the 22 TAAs 
which have terminal dates prior to July 1, 1957. 


7. The Accounts Division should further strengthen its obligation recon; 
by noting on covering MODs complete identification information. 


8. Administrative Services should check Travel Authorizations more 
carefully. 


9. Where the Administrative Audit Branch, AUD, maintains liquidation 
records for ICA/W obligations, such records should be utilized to check the 
records and balances maintained by the Fiscal Branch, ACC. 


10. (a) The Office of Transportation, DD/S, should be requested to revie 
all obligations for ocean freight and make any adjustments that may appear 
necessary to reduce the obligations to estimated amounts. 


(b) F&PM, M/CONT, should explore, with the Office of Transportation, 
the feasibility of issuing ocean transportation PAs limited to the related 
fiscal year's commodity program or a specific commodity under a fiscal year 
program. The policy to include ocean transportation costs on the related 
commodity PAs should be followed whenever possible. \ 


11. The Investment Guaranties Staff, AD/F, should be requested to re-exaniy 
the percentage figure used to calculate the monthly obligation under the Invest 
ment Guaranties Program and to establish a new percentage based on the current 
status of the program. 


12. The Audit Division should consider the feasibility of reducing the 
scope of the Section 1311 audit as at June 30, 1958. The scope should continue 
to include the same degree of emphasis on prescribed procedures, actions taken 
by M/CONT units in the fourth quarter review of obligations, and actions by 
allottees and operating divisions on listings and schedules furnished. The 
percentage of actual tests made of PAs and similar documents and files could 
be reduced which is the largest segment from a man-hour standpoint. 
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13. Our audit resulted in 48 exceptions amounting to $893,450. The 
related obligations have been reduced accordingly and the final balances 
as at June 30, 1957 reflect the adjustments. As previously stated, this 
compares with 255 exceptions totalling $3,185,693 taken as a result of the 
June 30, 1956 examination. 


14. We found the implementation in the ICA/W offices of the Agency-wide 
review of obligations considerably improved over that of the preceding year. 


40110 O—59—pt. 1 8 
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COMPARATIVE ANALYSIS 





OF 
AUDIT FINDINGS AND RECOMMENDATIONS 
BY 
GAO AND ICA 
on the 
SECTION 1311 REVIEW OF ICA OBLIGATIONS 
at 


JUNE 30, 1958 


Period of Audit: 
GAO = June 30, 1958 
ICA =- June 30, 1958 
Date of Audit Report: 
GAO - April 9, 1959 
ICA = October 24, 1958 
Findings and/or Recommendations 
Total: GAO - 3 
ICA -9 
Summary of Findings: 
Per GAO: 


1. Participating agencies did not furnish ICA with adequate fiscal 
data with respect to certain unliquidated procurement authorizations. 


2 Agencys method of computing "probable ultimate net cost" of in- 
vestment guaranty program, unsound for estimating probable losses. (Repeated 
from FY 1957) 


3- Lag in implementation of projects indicative of unsound practices 
in the obligation of funds for project assistance. 


Per ICA: 


1. PA reductions recommended by three USOMs based on amounts 
contracted were inadvertently retained in the ICA/W preliminary June 30, 1958 
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palancese The amount involved approximated $5,000,000. These amounts were 
sccordingly deobligated prior to final closing of the June 30, 1958 accounts. 


2. PAs with balances generally considered valid under ICA/W 
criteria but with respect to which unrequired amounts approximating:in the 
qditers* opinion $3,200,000 existed under our interpretation of the general 
criteria. These balances were retained in the accounts on the Controller's 
determination that the interpretation of related criteria consistently applied 
py the Agency should govern. 


3- PAs with unliquidated balances approximating $1,400,000 at June 30, 
1958 which, on the basis of information available to the Agency contained "water", 
the exact amount of which was not in all cases determinable. The Accounts 
jivision is already taking action to ascertain the exact amount not required 
to liquidate existing obligations and to deobligate such amount. 


Le It is recommended that the FY 1959 Plan of Action for the Sec- 


| tion 1311 Review (1) contain provisions which will ensure that, insofar as 


practicable, the unrequired amounts of otherwise legally valid balances are 


, liminated from the accounts and (2) amend the criteria presently contained 


in Sections 2 (a) and 2 (b) of Attachment E to the FY 1958 Plan of Action 
so that such criteria shall, insofar as possible, not be open to the mis- 
interpretation encountered in the FY 1958 Review. 


5. The Financial and Procurement Methods Division should expedite 
action to amend ICA Regulation 1 to clarify the status of contract cut-off 
dates by. prohibiting contracting after expiration of contract cut-off dates. 
FM should then establish procedures to effect compliance with the modified 


. Regulation 1, including. provision for reporting uncontracted balances in accord- 


ance therewith. 

6. The Accounts Division should coordinate reviews by all interested 
offices on unliquidated balances reflected by blanket ocean freight PAs as of 
June 30, 1958 and annually thereafter. Any amount found to be excessive by 
this review should be deobligated. 


‘ 7e The Accounts Division should continue its efforts to work out, 
onan individual basis, the liquidation of old PA/PRs that have expired 
terminal delivery dates. It should also continue its efforts to obtain data 
necessary to identify undistributed expenditures to individual PA/PRs. 


8. The Accounts Division should review its procedures and controls 
related to recording and liquidating obligations against ICA/W allotments 
wth a view to (1) recording effective identifying data on MOD liquidations, 
(2) assuring recordation of liquidations against related obligations, and (3) 
assuring that obligations are supported by valid documentation. 


9. Negotiations being conducted between the Program Reports 
Branch, Administrative Audit Branch, and the Indian Supply Mission should 
be pressed to the greatest degree possible in an effort to arrive at a 
satisfactory settlement. 
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ASSISTANCE TO INDIA 


Senator Humpurey. One of the areas of the world that receives 
continued attention, and justly so, and one about which this committee 
has expressed grave concern and interest, is India. Are the credits we 
make available to India exclusively from the Development Loan Fund? 

Mr. Ditton. From the Development Loan Fund ; at the moment also 
there were funds made available for spending in India from the Asian 
Economic Development Fund. These expenditures were just author- 
ized toward the end of the last fiscal year, and are beginning to get 
underway now. They were for a program of development of an iron 
ore mine in India, from which ore was shipped to Japan, and also for 
transit and communication projects between India and Nepal. Of 
course, there are technical assistance funds, but fundamentally the 
mutual security program funds for India for economic development, 
the foreign exchange funds, come almost solely now from the Develop- 
ment Loan Fund. 

Other funds come from the Export-Import Bank, I would like to 
mention. 

Senator Humrpnrey. Would it be possible in the days ahead, as we 
go into this overall program in more detail, to get a program relating 
to India, showing in one document our financial asistance to India, 
what we have done to date and what we contemplate will be that coun- 
try’s future needs? 

Mr. Ditton. That can be very simply done as far as what we have 
done to date and what we contemplate for a yearortwo. Beyond that 
it is somewhat speculative. 

(The information below was subsequently supplied for the record :) 


Since 1951, U.S. assistance to India amounted to about $1.7 billion. (See 
table I.) This total includes assistance extended under the mutual security 
program, Public Law 480, Export-Import Bank and special legislation. 

In the remaining 2 years of India’s second 5-year plan, the major elements 
of assistance to India are expected to include further DLF loans, Public Law 
480 sales, technical assistance, and financing for India’s malaria eradication 
program. 
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For the last 2 years of the second plan, India’s present estimate of its foreign 
exchange needs, exclusive of any need for food assistance, is about $600 million 
to cover imports for its development program. There is expectation that a sub- 
stantial part of this deficit will be covered by additional assistance extended by 
non-U.S. sources. India may be expected to seek additional assistance from the 
DLF, along with assistance from these other sources, to meet these needs. Be- 
cause of the uncertainties of any projection of requirements over a 2-year period, 
availabilities of funds, the nature of specific proposals that will be made, and 
what other countries might do beyond the current year, it is difficult to arrive at 
any exact figure for future DLF assistance. 

However, despite these uncertainties, for planning purposes, a figure of 
$200 million over the 2-year period might be used. This may, however, be taken as 
a minimum, since there is evidence that the peace of economic development might 
be accelerated if additional foreign exchange resources became available not only 
for Indian private investment projects but for foreign investments as well. 

As mentioned, the Indian estimate of foreign exchange requirements is exclu- 
sive of any need for food assistance. It is assumed that U.S. agricultural sur- 
pluses will continue available under Public Law 480 in the amounts required to 
meet India’s food gap. Since fiscal year 1957, Public Law 480 sales have 
amounted to $664 million or an average of about $220 million a year. Until 
the performance of Indian agriculture improves, annual requirements of this 
magnitude may be expected to continue or even increase. However, since agri- 
cultural output in India can vary widely from year to year and cannot be pre- 
dicted, annual programs, of necessity, will vary in size. 

Fiscal year 1960 will see the peak of financing for the malaria eradication 
programs, with U.S. financing planned at a level of $12.6 million. Requirements 
are expected to drop sharply to about $500,000 in fiscal year 1961. 

Finally, $10.5 million is proposed for the technical cooperation program in 
fiscal year 1960 and continuation of the approximate level of assistance in 
future years may be expected. 
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Breakdown of Public Law 480, title I, local currency uses 


[In millions] 









































Year | U.S. uses | Loans to Grants to | Total 
| India India| 
Sala ‘ Beal 
| | 
IS Ni bined dchebdnensd cmwensids $74.3 | 234.1 | $54. 0 | $362. 4 
Fiseal year 1958. _ -.--.-.-.- sandal ah eid 21.9 | BEB css scncaaet 57.0 
EE  xssgcne te cee tcamaranceecen ' 88. 4 | 114.6 | 35.8 238. 8 
tat te | 184.6 | 383.8 | 89. 8 658. 2 
pad height differentia)........................- Whi iin tot ie doth AAS A ie akn ota eel 6.0 
Total, Public Law 480, title I, transactions-_|_.........._-- | ae 664. 2 
Breakdown of total between loans and grants 
{In millions] 
| 
Loans re- | Loans repayable 
Type of assistance | payable in optionally in Grants 
dollars } dollars or local 
currency 
Technical, development, special assistance -- -- innaaact eal $130. 0 
ERIC GOVeIOnInens (GG. ou. «2.050 scnses Secne dele dana eusea~sas 20. 9 
Development Loan Fund...--. q pea ad iat 175.0 
Wheat loan. --.-- SebGEs uw dadbacwiboeds juwaaite ae $189.7 |- Le it ctan biconical 
Public Law 480, title 7. saab tianlian cde dieticians vlag lilacs aii diinl a taal iaiel ah tlie | 383. 8 
Public Law 480, title IT_- nasecanad 7 coe guicckaiiua wanes 
Public Law 480, title Dis ctdingtibea a shaies dk tenn iea ents ea ads ~2ébd stheac kilts 
SEEMING SPOIIN goin onc we nsisaceancwoen scheint me 151.9 |_- al cca na 
CR A ie Sil Atal ce ill clas ech clgsatiniie asmdebond iii A as ac ee | 341.6 708. 8 
I ORIENT I ie on a a dita miata manalabenice meaiel 6s a hagas ee albert cen $1, 523. 2 
Add: 
Proceeds from Public Law 480 sales reserved for U.S. uses title I. ............---------- dika 184. 6 
Proceeds from sec. 104(d) sales reserved for U.S. uses 7 —ahle-easeees yaa ind 4.0 
Total assistance_-_._------ és ecules le aes so ask aside asc eich ee oie eei id rac 1,711.8 


Includes $6,000,000 ‘‘freight differential.’’ 


Senator Humpnrey. As I understand it, next year is the last year 
of India’s second 5-year plan. 


INTERNATIONAL MEDICAL RESEARCH 


Mr. Ditton. Next year. There are 2 more years. 

Senator Humpnurey. I think this information I have requested 
would be helpfulto us. Some of the money you asked for in the special] 
assistance fund was to be for international medical research. Was 
that fund available during last year? 

Mr. Ditton. Some funds were made available last year to the 
World Health Organization for this purpose. 

Senator Humpurey. $300,000? 

Mr. Ditton. $300,000. The new proposal is to carry that forward 
ina larger amount, $1 million for that purpose. 

Senator Humpnrey. In other words, is this fund actually pro- 
gramed for research purposes in the respective countries, or is this 
strictly for the World Health Organization ? 

Mr. Ditton. This is for the World Health Organization. 

Senator Humpnurey. Do you feel that part of the special assist- 
ance fund could be used for grants to research facilities in some 
friendly countries for purposes of international medical research ? 
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Mr. Ditton. It could. Such grants are presently being made under 
the authority of the Department of Health, Education, and Welfare 
and this program was developed in cooperation with that Department. 
and they felt that the first thing to do for next year was to help this 
effort in the World Health Organization to stimulate research. This 
is what this fund was for. In addition there is $5 million in here 
for the development of one specific health program, to which the 
at of Health, Education, and Welfare gives first priority, 
and we do, too. This is the program of helping to develop better 
and more sanitary sources of water in various parts of the world, 
We think that with $5 million quite a program can be begun. Such 
a program, as you know, has been in effect quite successfully for quite 
a few years in Latin America under our technical assistance program, 


COMMITTEE PROCEDURE 


The CuHarrMan. Will the Senator yield to me for a suggestion? 

Senator Humpnrey. Yes. 

The CiairMan. Since it is getting very late and the Secretary is 
coming back at 2:30 for all afternoon, I wonder if the Senator 
would mind yielding to the two other members who have not yet 
asked any questions. Everybody will have as much time as he wishes 
later on, but now I would like very much, since we will have to 
adjourn in a few moments, to have the remaining two Senators ask 
any questions they might have. 

Senator Humpnrey. I am delighted to yield. 

Senator Morse. Either that, Mr. Chairman, or the first part of the 
afternoon session could be a public hearing. 

The CuatrmMan. I will leave it up to the Senators if you prefer 
that. Would you prefer that? 

Senator Morsr. I imagine my questions will take 20 minutes, 

The CuarrMan. That being the case, perhaps we had better do as 
Senator Morse suggests. 

Is that agreeable also to Senator Lausche ? 

Senator Lauscne. I just have a few questions. 

The CuarrmMan. We will resume, then, at 2:30 and the initial 
stage—say the first half hour—will be an open session to complete 
the public hearing. Then we will go on into executive session. 

Senator Lauscue. How long will the Senator from Oregon take 
this afternoon ¢ 

Senator Morse. About 20 minutes. 

The Cuatrman. I would say if Senator Lausche has 10 minutes 
we may continue now for another 10 minutes. I think that is the 
longest we can go. 

Senator Lauscue. I can pretty quickly cover what I have in mind. 

The Cuarrman. Then I would say we will adjourn at 25 minutes 
until 1 and we will recess until 2:30, at which time the Senator from 
Oregon will be recognized. 

The Senator from Ohio? 


AID TO COMMUNIST COUNTRIES 


Senator Lauscus. To which of the Communist nations are we now 
ving aid of any type under the program ? 
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Mr. Ditton. Under the program we have given aid in the past 2 
years to Poland and to Yugoslavia. 

Senator Lauscue. And Hungary has not received any aid? Is that 
correct ¢ 

Mr. Duton. No, sir. _ 

Senator Lauscur. What is your appraisal as to the wisdom and 
the results of the aid which we have given to Poland ? 

Mr. Ditton. Our appraisal of that is that in Poland, beginning 2 
years ago, a government came into power which has developed a some- 
what different domestic situation than existed before. 

There has been greater individual freedom. Police activities have 
been reduced. There has been greater freedom for religion, greater 
freedom in the schools. The jamming of our radio broadcasts has 
ceased. ‘There is greater freedom of information. Our papers and 
magazines now can go into Poland, and we think that that sort of a 
program deserves recognition and that recognition is given by a pro- 
gram which is primarily concerned with agricultural surpluses and the 
amount of aid under this program has been limited to relatively small 
additional amounts of specific equipment that could not come under 
those programs, plus the necessary costs which the Polish Government 
is not able to bear of the dollar costs of the 50-50 shipping require- 
ment which applies to Public Law 480. 

Senator Lauscue. Then you have kept in close touch, and in your 
opinion the program is working out shheetively in spite of the news 
that the Communist domination is taking greater control in Poland ? 

Mr. Ditton. This program is naturally under constant review, and 
our reports are that while we cannot expect the present Polish Govern- 
ment to take a foreign policy position which is different from the 
one they presently take, which is not in accord with our foreign policy 

rogram, nevertheless these domestic elements are continuing and it 
is in the overall sense fully proper for us to continue to make this 
type of arrangement. 

I would like to say one other thing. We did tell the Polish Govern- 
ment a year ago, it was in the communique, that we agreed at that 
time to open negotiations on the compensation of American nationals 
for property which had been nationalized in Poland. Those negotia- 
tions are presently underway and are making some progress, and 
certainly there is some connection—though not a direct connection— 
between those negotiations and negotiations for future assistance. 


FUNDS—REQUESTED AND APPROPRIATED 


Senator Lauscue. Now then, getting down to what funds you have 
asked for and what-you have been given. According to this chart, 
your request in 1959 for military assistance was $1,800 million. The 
appropriation was $1,515 million. You were cut 285 million; is that 
correct, sir ? 

Mr. Ditton. That is correct. 

Senator Lauscue. Then, on the matter of defense support, in 1959 
you asked for $835 million, but were given only $750 million. 

Mr. Ditton. I would like to say one thing on the military assistance 
program. Fora number of years that program has been able to main- 
tain deliveries at a relatively constant fal because of a large pipeline 
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from prior years’ obligation, and that was still the case in fiscal year 
1959. That pipeline has now been drawn down to where a new situa- 
tion exists, and actually deliveries under the program will hereafter 
have to be much more closely in line with the actual appropriation, 

Senator Lauscue. If you will answer my questions, please, I wil] 
not go down through these various categories fully. But I do want 
to take up the Development Loan Fund. You made a speech in which 
you stated you thought about $1 billion would answer the needs of 
the program for fiscal 1960; yet you have asked for only $700 million, 

Now then, I note that in 1959 you requested $625 million, and were 
given only $400 million. Isthat correct? 

Mr. Ditton. That issubject to a deficiency appropriation. 

Senator Lauscue. Yes. 

Mr. Ditton. We asked again for the extra $225 million and that 
is presently in conference between the two Houses, and it looks as 
if we will get a supplemental appropriation of some sort. 

Senator Lauscue. In any event, you asked for $625 million, and you 
were given only $400 million with the promise that you could come in 
for asupplemental appropriation / 

Mr. Ditton. That is correct. 


THIS YEAR’S APPROPRIATION FOR DLF 


Senator Lauscue. Now then, let me ask you this: What are your 
hopes as to what we will actually do for you by way of appropriation! 

Mr. Dixion. I think that this year there is a very good chance, 
because of the greater understanding of the Development Loan Fund, 
and I would be disappointed otherwise, that the Congress will ap- 
propirate the full amount requested. 

Senator Lauscue. That is, you hope you will get the full amount 
requested. Do you have any fears that you might not? 

Mr. Ditton. I know that there will be some who will propose re- 
ductions in that full amount, but based on reactions of the two 
Houses to our request for a supplemental on the Development Loan 
Fund, I think that the chances are good that we will get very close 
to this full amount. 

Senator Lauscue. Have you been at all impressed by the statements 
which I have seen in the paper that there should be a balanced budget 
and that there should be cuts? And the talk is about cuts in foreign 
aid. 

Mr. Ditton. I have noted such statements and I would think that 
I would agree on the importance of sound financial procedures, of 
which one is a balanced budget. But I do not think that cuts in this 
particular mutual security program would be wise in an attempt to 
secure that balance, because this would only lead to greater expenses 
in the future by creating very difficult situations for us abroad. 


FACTORS IN DECISION ON AMOUNT REQUESTED FOR FUND 


Senator Lauscue. That is, in your opinion the matter of aid under 
the mutual security program is an integral part of our national de- 
fense, and to the extent that we sacrifice it, we impair the ability 
tosecure the future of our country ? 

Mr. Ditton. That is correct. 
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Senator Lauscue. Now then, you indicate that if your own way 

were followed, you would do more than we are doing ? 

Mr. Ditton. I indicated that I think we could “spend effectively 
abroad up to $1 billion a year through the Development Loan Fund; 
yes, sir. 

Senator Lauscure. Now then, am I correct in this deduction that 
based upon the practicalities that face us, you are asking for an 
amount that may not be as high as what you think could be effective- 
lyand properly used to insure our secur ity? 

Mr. Ditton. That is correct. 

Senator Lauscnue. And in coming to that judgment, you have taken 
into consideration the sympathetic attitude of this Foreign Relations 
Committee, the statements made by Presidents, the statements made 
by other leaders of the Congress, and as a consequence of all of that and 
your understanding of the attitude of the people, this is the practical 
amount you have asked for? 

Mr. Ditton. Wethink that is correct, yes. 


COST OF MILITARY PERSONNEL MAINTENANCE 


Senator Lauscue. Is this summary presentation booklet on the 
Mutual Security Program For Fiscal Year 1960 for public consump- 
tion ¢ 

Mr. Ditton. Yes, sir. That isa public booklet. 

Senator Lauscue. I notice that on page 25 you have in it a tabula- 
tion of the relative cost of maintaining soldiers in the United States, 
Belgium, Portugal, Greece, Thailand and China. That is, the 
cost to maintain one of our soldiers for pay, subsistence, housing and 
clothing is $3,666 ; is that correct ? 

Mr. Ditton. That is the cost of maintaining one of our soldiers not 
counting any transportation costs which would be involved. 

Senator LauscneE. Pay, subsistence, housing and clothiny. 

Mr. Ditton. That is correct. 

Senator Lauscue. And the cost of maintaining a soldier in Formosa 
by the Taiwan Government is $185; is that correct? 

Mr. Ditton. That is correct. 

Senator Lauscue. So that in Taiwan they can maintain 20 soldiers 
for the same cost of our maintaining one soldier? 

Mr. Ditton. Our cost of one soldier in the United States. 

Senator Lauscue. That’s right. 

Taiwan has many soldiers. I will not ask you the number. Does 
Korea also have many soldiers? 

Mr. Ditton. That is correct. 

Senator Lauscue. Are you able to tell what the cost of maintain- 
ing one soldier is in Korea ? 

It is not in this book. Is it more than in Taiwan or less? I think 
itis more, but not much more. 

Mr. Ditton. It is more. It is $400. I think you are correct, 
Senator. 

It is in the same order of magnitude. 
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AMOUNT OF PROGRAM FUNDS TO BE SPENT IN UNITED STATES 


Senator Lauscue. Then one final question: Are you able to tel] 
how much of this $3,930 million will eventually be spent in the United 
States in the purchase of manpower and material ? 

Mr. Dixon. The average figure for the last 10 years and the figure 
for last year came to 75 percent approximately of commodities. 

Senator Lauscue. That is, of the $3,930 million, approximately 75 
percent will be spent in the United States in purchasing equipment 
material and manpower ? 

Mr. Dutton. I would say very close to that. That is looking into 
the future. We have been spending in the last few years $3,950 mil- 
lion roughly or $3,800 million on the program, and of that 75 percent 
has been spent in the United States, and I think that that propor. 
tion 

Senator Lauscue. How long have you been in the Department? 

Mr. Ditton. Two years. 

Senator Lauscne. And connected with this work mainly ? 

Mr. Diiuon. Yes, sir. 

Senator Lauscue. And you have spoken with all of the top leaders 
of our Government and have been analyzing these problems through- 
out the world ? 

Mr. Ditton. That is correct. 

Senator Lauscue. And in your opinion it would be a mistake from 
the standpoint of our national security to abandon this program or 
reduce the amount that you have requested ? 

Mr. Ditton. It would be a very tragic mistake, Senator. 

Senator Lauscne. That isall. 


’ 





COMPTROLLER GENERAL’S CRITICISMS OF PROGRAM EXPENDITURES 


The Cuatrman. Thank you, Mr. Dillon. We will come back at 
2:30 p.m. For the record, however, with reference to the question 
asked by the Senator from Minnesota, I wish to call attention to the 
fact that on April 13 I addressed a letter to Mr. James W. Riddle- 
berger, Director of ICA, asking that he prepare a complete record on 
the criticisms of the program that the Comptroller General has made, 
and be prepared to put those on the record at the proper time. So I 
assume that that material has already been prepared and we will 
develop it either with Mr. Riddleberger or later with the Secretary. 

(See pp. 849 et seq. for information furnished in this connection.) 

We stand in recess until 2:30 when we will return to this room. 

(Whereupon, at 12:40 p.m. the hearing was recessed until 2:30 
p.m. of the same day.) 
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Present: Senators Fulbright, Green, Sparkman, Morse, Long, 
Church, Aiken, and Carlson. 


AFTERNOON SESSION 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY OF 
STATE FOR ECONOMIC AFFAIRS, ACCOMPANIED BY JOHN 0. BELL, 
SPECIAL ASSISTANT; AND PHILANDER P. CLAXTON, JR., DEPUTY 
ASSISTANT SECRETARY OF STATE FOR CONGRESSIONAL RELA- 
TIONS (MSA)—Resumed 


The CuarrMan. The committee will come to order. 

Before we resume the questioning which was proceeding when we 
recessed, Mr. Secretary, I would like to ask you to have someone in 
our staff prepare for this committee the schedule of repayments that 
ave taken place up to date on all the loans that were made under the 
Marshall plan program. I would like to be brought up to date as to 
what those loans were and to what extent they have been repaid. I 
think also it would be interesting to give us the data on the repay- 
ments—the status, I should say—of the British loan, the big loan of 
$3.175 billion, and any other non-Marshall plan loans that have been 
made to major countries in Western Europe, just for the information 
of the committee. 

Mr. Ditton. We have those figures readily available. 

(The information below was subsequently supplied for the record :) 


Status of dollar repayment loans to European countries (Marshall plan and mu- 























t as of Dec. 31, 1958 
all penicceeregepceneans ——— 
Loans Loan | Repayments of 
Country | authorized | disbursements | interest and 
| | principal 
— - 7 aoe ee | Pe ee ee eee 
Austria: Eximbank loan __ honda -| $58, 002,000.00 | $29, 659, 000. 00 | _ $24, , 363, 000. 00 
ee: 
blic Law 472 ; 68, 000, 478.55 | 68, 000, 478. 55 | 16, 394, 342. 32 
Eximbank loan ...............-.- | 138, 800,000.00 | 138, 800, 000, 00 115, 042, 000. 00 
 —— ‘ | 206, 800, 478. 55 206, 800, 478. 55 131, 436, 342. 32 
Denmark: - ‘ 
Public Laws 472 and 165 33, 300, 000. 00 33, 300, 000. 00 5, 998, 191. 76 
Eximbank loans. _-- 20, 103, 000. 00 | 20, 059, 000. 00 | 14, 761, 000. 00 
Total. 53, 403, 000. 00 | "53, 359, 000. 00 20, 759, 191. 76 
a Eximbank loan. i --| 128, 504,000.00 | 127, 537, 000. 00 93, 623, 000. 00 
ce: | | 
Public Laws 472 and 165_- | 225, 600,000.00 | 225, 600,000.00 | 38, 523, 388. 94 
Eximbank loan | 1, 541, 026, 000. 00 | 1, 492, 602, 000. 00 | 999, 075, 000. 00 
Total | 1, 766, 626, 000. 00 | 1,718, 202,000.00 | 1,037, 598, 388. 94 
| Es ——— 
y: 
Public Law 165 16, 900,000.00 » — 16, 900, 000. 00 | 1, 056, 828. 76 
Eximbank loan 74, 150, 000. 00 67, 730, 000. 00 65, 145, 000. 00 
Total | 91, 050,000.00 | 84, 630, 000. 00 | 66, 201, 828. 76 
Iceland: | ; I _ 
Public Laws 472 and 165; et seq. 10, 300, 000. 00 | 8, 463, 537. 28 | 1, 209, 693. 31 
Eximbank loan 772, 000. 00 | 590, 000. 00 623, 000. 00 
Total 11, 072, 000. 00 | 9, 053, 537. 28 | 1, 832, 693. 31 
Ireland: Public Law 472 ite | 128, 200,000.00 | — 128, 200, 000. 00 | 22, 761, 216. 29 
Italy: : : - 
Public Laws 472 and 165_- 95, 600, 000. 00 | 95, 600, 000. 00 | 17, 081, 825. 49 
Eximbank loan | 224, 362,000.00 | 179, 622,000.00 | 164, 150, 000. 00 


Total. ___- sida ‘ ..-' 319, 962,000.00 ' 275, 222, 000. 00 “181, 231, 825. 49 
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Status of dollar repayment loans to European countries (Marshall plan ang 
mutual security program—Evimbank and Treasury) as of Dec. 31, 1958—Con 


| Loans Loan Repayments 
Country authorized | disbursements | interest ca 
| principal 
Netherlands: | 
Public Laws 472 and 165-- $149, 500, 000.00 | $149, 500, 000. 00 $27, 370, 929. 73 
Eximbank loan | 205, 284,000.00 | 205, 284,000.00 | 193, 073, 000. gg 
Total. | 354, 784,000.00 | 354, 784,000.00 | 220, 443, 929.75 
Norway: aF | OLE 
Public Laws 472 and 165. 39, 200, 000. 00 39, 200, 000. 00 | 10, 432, 095, 54 
Eximbank loan 50, 452, 000. 00 50), 452, 000. 00 | 37, 802, 000. 00 
Total. 89, 652, 000.00 | 89, 652, 000. 00 48, 234, 0065.54 
— — = = —=—=}”2 
Portugal: | 
Public Law 472 36, 051, 000. 00 | 36, 051, 000. 00 8, 444, 905, 58 
Eximbank loan 3, 202, 000. 00 | 3, 202, 000. 00 | 3, 512, 000. 00 
Total. 39, 253,000.00 | 39, 253, 000. 00 | 11, 956, 905, 58 
Spain: eae — arene ot SC ——— 
Public Law 759- | 62, 498, 484. 02 | 62, 130, 116.05 | 17, O11, 424, 57 
Eximbank loan 86, 749, 000. 00 | 54, 755, 000.00 | 42, 072, 000.0 
| i ~ - | ——— 
Total. | 149, 247, 484.02 | 116, 885, 116.05 | 59, 083, 424. 57 
Sweden | : 
Public Law 472--- 20, 400, 000. 00 20, 400, 000. 00 | 5, 438, 470. 89 
Eximbank loans 6, 266, 000. 00 | 6, 266, 000. 00 | 6, 446, 000. 00 
Total 26, 666, 000. 00 26, 666, 000.00 | 11, 884, 470. 89 
—— ——_— —— | — 
United Kingdom | 
Public Laws 472 and 165_-____-- |  384,800,000.00 | 384, 800, 000.00 | 62, 713, 540. 4 
Eximbank loans 502, 200, 000. 00 250, 000, 000. 00 11, 565, 000. 00 
Treasury loan (as of June 30, 1958) __.| 3,750,000, 000. 00 | 3, 750,000, 000. 00 | 279, 700, 000. 00 
Total eo in .....| 4,637,000, 000.00 | 4, 384, 800,000. 00 | 353, 978, 540. 24 
European Coal and Steel Community: Public | 
Law 118 | 100, 000, 000. 00 100, 000, 000. 00 15, 252, 986. 53 
Turkey 
Public Laws 472 and 165-- eal 73, 806, 686. 10 73, 806, 686. 10 6, 460, 435. 4 
Eximbank loan ; | | : 
Poland: 
Public Law 165; et seq ee 55, 000, 000. 00 | 37, 415, 184. 78 759, 924. 26 
Eximbank loan . . 43, 548, 000. 00 43, 548, 000. 00 | 28, 080, 000. 00 
Total | 98, 548,000.00 | 80, 963, 184.78 | 28, 839, 924.5 
Grand total__._- _......-| 8,332, 576, 648. 67 | 7,899, 473,002.76 | 2, 335, 942, 200. 20 
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The CuairmMAn. I now recognize the Senator from Oregon. 

Senator Morse. Mr. Chairman, before he left this noon the Senator 
( fom Minnesota, Mr. Humphrey, said that he would have a question 
| or two he would like to ask, so I want you to feel perfectly free to 
| interrupt me if the Senator from Minnesota arrives, so that he can 
ask his questions. Then I will —_— my questions. Mr. Secre- 
tary, L want to say at the outset that I commend you most highly for 
your testimony this morning. 


COMMENDATION OF SECRETARY DILLON 


It is a great pleasure to me to sit here and observe the intellectual 
yorkings of a mind as wonderful as yours. You make a very fine 
witness. My questions this afternoon are only for the purpose of 
informing myself and trying to help build up a record here that I 
think the committee must have before we reach some very important 
decisions on this subject matter. 

There is one other personal comment I want to make, and that is to 
congratulate you and to highly commend you with respect to your 
recent promotion in the Department of State. I issued a very favor- 
able statement about it the other night. I hope it has not embarrassed 
you in any way amongst your colle: igues in the Department of State, 
but it expresses my very sincere views of complete support of this very 
fine promotion. 

DEFINITION OF FORCE GOALS 


My first question deals with this matter of force goals. Are for- 
dgn country force goals and force goals supported by military aid 
reviewed each year? 

Mr. Ditton. Yes, sir, they are. 

Senator Morsr. They are fixed in the first instance on the recom- 
mendation of the Joint Chiefs of Staff; is that the case? 

Mr. Ditton. Yes, sir, and they are reviewed every year by the 
Joint Chiefs of Staff, which makes recommendations each year. 

The Cuatrman. Will the Senator mind putting in the record for 
the information of the public what you mean by force goals? 

That is a term of art which is not generally understood. 

Senator Morse. Mr. Secretary, will you explain to the committee 
what our force goals are, because I was going to ask in my next ques- 
tion for the very material that the Chairman is suggesting now. 
Would you make a statement for the record about these force goals? 
Imention them particularly from the standpoint of those that are 
supported by military aid. 

Mr. Ditton. Force goals have been of two general types, general 
strategic force goals which represent supposedly the ideal military 
force goals i in any given country, and for those force goals as such 
we the number of divi isions, the number of planes and the number of 
naval vessels that are considered appropriate for military purposes for 
the defense of the free world. 

Then sometimes there are different force goals in some countries 
based on how much is supported by military aid, the difference usually 
being that. military aid supports a smaller level in general of force 
goals than the overall strategic force goals. 
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In arriving at those, the economic and political factors that are rele. 
vant to the country’s economic and political situation are taken into 
consideration. 

ESTABLISHMENT OF FORCE GOALS 


Senator Morsr. Mr. Secretary, it has been represented to me that 
there is a need for the committee to make a rather careful review of 
these force goals; that they were fixed by the Joint Chiefs of Staff jy 
the first instance. Apparently the view is held by some that they 
tend to become somewhat sacrosanct and unchangeable. Therefore, in 
order to be helpful in reviewing that allegation, I would like to ask 
this question, Mr. Secretary: Could you and would you supply the 
committee with copies of the papers containing the analyses and cop- 
clusions leading to the establishment of the latest force goals for 
each country now receiving military assistance, with the assurance on 
our part that those papers will be considered in executive session only? 

Mr. Ditton. The actual force goal papers are papers from the 
Joint Chiefs of Staff, which I think we can supply. I would have to 
consult with my colleagues in the Department of Defense, which I 
will do and let you know immediately. We certainly can supply all 
of the figures as to the programming, the goals as they are in the 
books. I think we can fully answer your question. 

(The information referred to is classified and is in the committee’ 
files. ) 

Senator Morse. Am I correct in my understanding that even though 
these decisions in the first instance are made by the Joint Chiefs of 
Staff, they are reviewed by the State Department so that you must 
have access to the information ? 

Mr. Ditton. That is correct. 

Senator Morse. On which you place your review? 

Mr. Drtton. That’s correct. 

Senator Morse. I undoubtedly will talk to the Joint Chiefs of Staff 
about it too, but I want you to understand what I am seeking to do 
now is to look into your policy of review to determine whether or not 
the State Department is doing a reviewing job that warrants ap- 
proval or a suggestion that it be modified in some respects. 

So what I am really seeking, Mr. Secretary, is that you supply us 
for executive committee consideration the data upon which the State 
Department reached its decision so that we can pass judgment on 
whether or not the State Department is doing a good or bad job on 
this point. 

Mr. Ditton. We will be able to do that. The problem, as I am 
sure you are aware, is how to insure that political and economic con- 
siderations are properly taken into account in connection with the 
purely military judgments. The systems by which that is being done 
are constantly under review, and we have been reviewing them during 
the last few months with the hope of improving them. They can bear 
some improvement. 

Senator Morss. That observation, Mr. Secretary, deals with my 
next question which I will put for the record and you may have it mn 
mind when you prepare the material for us. ae, 

Would you supply the committee with sufficient detailed informa- 
tion about the process of fixing military force goals so that the com- 
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mittee can judge whether political and economic considerations are 
given adequate weight by the State Department‘ And I have been 
assured, Mr. Chairman, that members of our staff would be very 
leased to work with the State Department people in regard to this 
roblem. I will leave the question as it is in the record, and you can 
supply the data that it implies. I want to say, Mr. Chairman, that 
[think this is a very important line of inquiry. 

We as members of the committee are going to have to be able to 
answer to the satisfaction of those who ask us “Why did you do it?” 
and we had better have information that justifies our giving support 
for the financial backing for these force goals. 


STATUS OF FOREIGN CURRENCIES 


This morning, Mr. Secretary, we started a discussion of counterpart 
funds, but I think we left the record in a most inadequate condition 
in regard to it. I have called for the latest reports available on the 
present status of counterpart funds, and I think the records show 
that we own about a billion and a half dollars worth of local cur- 
rencies around the world, and the foreign countries that are involved 
in the counterpart fund problem own about $2,195,273,000, of counter- 
part funds. 

The Cuarrman. May I ask the Senator if he would not put the 
whole table in the record ? 

Senator Morse. I think it would be very wise to do so, so I will 
insert in the record at this time “Status of Foreign Currencies Owned 
by United States or Jointly Controlled by United States and Other 
Countries as of June 30, 1958.” 

(The document referred to follows :) 
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Senator Morse. That table, Mr. Chairman, will show the summary 
that I have just given, which indicates that about a billion and a half 
dollars worth of foreign currencies are owned by the United States, 
and $2,195,273,000 owned by other countries. 


RESTRICTIONS ON USE OF COUNTERPART FUNDS 


Now what has concerned me about our counterpart funds, Mr, 
Secretary, involves the restriction of their use for which I think 
Congress has to assume responsibility, because I have in my hand a 
synopsis of the general legislation on this subject, and we find, for 
example, that the Supplemental Appropriation Act, 1953, section 1415 
reads: 


Foreign credits owed to or owned by the United States Treasury will not be 
available for expenditure by agencies of the United States after June 30, 1953, 
except as may be provided for annually in appropriation acts * * * 


There is a whole list of restrictions, Mr. Chairman, and TI ask 
unanimous consent that these restrictions which Congress has imposed 
on these foreign currencies be printed at this point in the record. 

The CuHatrMan. Without objection it is so ordered. 

(The document referred to follows :) 


LEGISLATION WITH PROVISIONS RELATING TO FOREIGN 
CURRENCY 


Fiseal Years 1953-58 (Through 9/6/58—S5th Congress, 2d Session)? 
FOREIGN CURRENCY PROVISIONS ENACTED IN FISCAL YEARS 1953-58 


Group A—Relating to the use of currencies which requires reimbursement 


1. GENERAL LEGISLATION 


Fiscal Act | Provisions 
year | 


1953 Supplemental Appropriation Act, | ‘‘Foreign credits owed to or owned by the United States 
1953, sec. 1415, July 15, 1952 (31 | will not be available for expenditure by agencies of the 
U.S.C, 724). | United States after June 30, 1953, except as may be pro- 

vided for annually in appropriation acts * * *.”’ 

1954 Supplemental Appropriation Act, | ‘‘* * * foreign credits (including currencies) owed to or 

| 1954, Public Law 207, sec. 1313, | owned by the United States may be used by Federal 

Aug. 7, 1953. agencies for any purpose * * *, only when reimburse- 

ment therefor is made to the Treasury from the applicable 

appropriations of the agency concerned: * * *’’ 

1955 | Supplemental Appropriation Act, | ‘“* * * foreign credits (including currencies) owed to or 

1955, Public Law 663, sec. 1310, | owned by the United States may be used by Federal 

Aug. 26, 1954. agencies for any purpose for which appropriations are 

| made for the current fiscal year * * * and for liquidation 

| of obligations legally incurred against such credits prior 

to July 1, 1953, only when reimbursement therefor is 

| made to the Treasury from applicable appropriations of 

| | the agency concerned: * * *”’ 

1956 General Government Matters Ap- Do. 

propriation Act, 1956, Public Law 

| 110, sec, 209, June 29, 1955. 

1957 | General Government Matters Ap- Do. 

propriation Act, 1957, Public Law 

578, sec. 209, June 13, 1956. 

1958 | General Government Matters Ap- 

propriation Act, 1958, Public Law 

85-48, sec. 209, June 5, 1957. 

1959 General Government Matters Ap- | Do. 

propriation Act, 1959, Public Law 

| 85468, sec. 209, June 25, 1958 


| 


Do. 








‘Treasury Department, Bureau of Accounts, Division of Central Reports. 
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Group A—Relating to the use of currencies which requires reimbursement——-Con. 





tes, 2. SALES OF SURPLUS AGRICULTURAL COMMODITIES 
Fiscal Act Provisions 
year } 
1S — - | — AT ae ne 
1955 | Agricultural Trade Development | Src. 104.—‘** * * that sec. 1415 shall apply to all foreign 
Mr and Assistance Act of 1954, Public | currencies used for grants under subsecs. (d) and (e) and 
+ Law 480, secs. 104 and 105, July 10, for payment of U.S. obligations involving grants under 
unk 1954 (7 U.S.C. 1704-1705). |} subsec. (f) and to not less than 10 percent of the foreign 
d | currencies which accrue under this title: Provided, how- 
a | ever, That the President is authorized to waive such 
for | applicability of sec. 1415 * * *.” 
| | Sec. 105.—‘‘Foreign currencies received pursuant to this 
415 | title shall be deposited in a special account to the credit 
\ | of the United States and shall be used only pursuant to 
| sec. 104 of this title, and any department or agency of the 
Government using any of such currencies for a purpose 
t be for which funds have been appropriated shall reimburse 
953, the Commodity Credit Corporation in an amount 
| equivalent to the dollar value of the currencies used.”’ 
1958 | Mutual Security Act of 1958, Public Amends sec. 104 of Public Law 480 by adding subsec. (k) 
Law 85-477, sec. 502(1), June 30, | ‘for use of currencies in such amounts as may be specified. 
ask 1958. 
sed 1958 | Supplemental Appropriation Act, Appropriates $5,100,000 to the President for the purchase of 
, 1959, Public Law 85-766, title VI, | foreign currencies pursuant to sec. 104(k) of Public Law 
Aug. 27, 1958. | 480, as amended. 
1958 Extension of amendment of Public Amends sec. 104(h) by adding to the first sentence of the 
Law 480, Public Law 85-931, | paragraph ‘‘and for the financing in such amounts as 
Sept. 6, 1958, sec. 3(a). may be specified from time to time in appropriation acts 
of programs for the interchange of persons under title II 
of the U.S. Information and Educational Exchange Act 
of 1948, as amended (22 U.S.C. 1446).”’ 
Sec. 3(b)-_--- em al Amends sec. 104 by adding new subsecs. (1), (m), (mn), and 
| | (0) for use of foreign currencies in such amounts as may be 
| | | specified in appropriation acts. 
3. MILITARY HOUSING 
8 Secs i ‘ ienieatasliba hiacohheas eaters 
1955 | Public Law 765, sec. 407, Sept. 1, | ‘“The Secretary of Defenseis authorized, * * * toconstruct, 
it 1954 (5 U.S.C. 171Z). | or acquire by lease or otherwise, family housing * * * 
in foreign countries to the value of $25,000,000 through the 
| use of foreign currencies in accordance with the Agricul 
ie tural Trade Development and Assistance Act of 1954 
* * * shall reimburse the Commodity Credit Corpora- 
tion * * * the value of such foreign currencies used dur- 
| ing any fiscal year * * *.” 
lies 1956 | Military Construction Act, Public | Amends sec. 407 as follows: ‘‘* * * quarters in foreign coun- 
Law 161, sec. 507, July 15, 1955. tries through housing projects which utilize foreign cur- 
tates | rencies to a value not in excess of $100,000,000 * * *. The 
f the Department of Defense shall pay the Commodity Credit 
pro- Corporation * * * provided, that such payments shall 
not exceed the dollar equivalent of the value of the foreign 
0 or } currencies used * * *.”’ 
leral 1957 | Military Construction Act, Publie | Amends sec. 407 by increase of limitation on “foreign cur- 
nee Law 968, sec. 4li(a), Aug. 3, 1956. rencies to a value not to exceed $250,000,000 * * *.”’ 
‘able 1958 | Military Construction Act, Public | Amends sec. 407 as follows: “‘The Department of Defense 
Law 85-241, see. 405, approved | shall pay the Commodity Credit Corporation * * * 
O OF Aug. 30, 1957. | amounts equal to the quarters allowances * * * collected 
leral | from personnel * * * after deducting amounts chargeable 
are | for the maintenance and operation of such housing: 
tion | Provided, That such payments shall not exceed the dollar 
rior equivalent of the value of the foreign currencies used for 
: it all such construction or acquisition.” 
S ¢ 
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Group B—Relating to the use of currencies which does not require reimbursement 


1. EXPENSES OF CONGRESSIONAL COMMITTEES 


Act 


Mutual Security Act of 1951, Public 
Law 165, Oct. 10, 1951 (22 U.S.C. 
1513h). 


Mutual Security Act of 1953, Public 
Law 118, sec. 708(c), July 16, 1953. 


Mutual Security Act of 1954, Public 
Law 665, sec. 502(b), Aug 26, 1954 
(22 U.S.C. 1754b). 


Supplemental Appropriation Act, 
1959, Public Law 85-766, title X, 
Aug. 27, 1958. 


Mutual Security Act of 1958, Public 
Law 85-477, sec. 401(a), June 30, 
1958, 


2. PRIOR OBLIGATIONS _ 


| Supplemental Appropriation Act, 


1954, Public Law 207, sec. 1313, 
Aug. 7, 1953. 


Mutual Security Act of 1953, Public 
Law 118, sec, 548(b), July 16, 1953. 


Mutual Security Appropriation 
Act, 1955, Public Law 778, sec. 
104, Sept. 3, 1954. 


Mutual Security Appropriation 
Act, 1956, Public Law 208, sec. 
104, Aug. 2, 1955. 


Mutual Security Appropriation 


Act, 1957, Public Law 853, sec. | 


103, Aug. 2, 1956. 


Mutual Security Appropriation 
Act, 1958, P. L. 85-279, sec. 104, 
Sept. 3, 1957. 





Provisions 


— 


“* * * local currency * * * shall be allocated to the use of 
the U. 8. Government * * * including local curreney 
requirements of appropriate committees of the Congress 
engaged in carrying out their duties * * *,” 

“«* * * and without regard to sec. 1415 * * * shall be used 
for local currency requirements of appropriate committees 
of the Congress engaged in carrying out therj dy. 
—.* *." 

“* * * Local currencies owned by the United States shay 
be made available to appropriate committees of the 
Congress engaged in carrying out their duties * * * for 
their local currency expenses: * * *’’ 

Amends sec. 502(b) to include “After the words ‘House of 

» Representatives’ the Ist time they appear, insert ‘anq 
the Select Committee on Astronautics and Space Explorg 

" tion of the House of Representatives and the Special 
Committee on Space and Astronautics of the Senate’,” 

‘*: Provided, That each member or employee of any such 
committee shall make, to the chairman of such committee 
in accordance with regulations prescribed by such com. 
mittee, an itemized report showing the amounts and 
dollar equivalent values of each such foreign currency 
expended, together with the purposes of the expenditure, 
including lodging, meals, transportation, and other 
purposes. Within the first sixty days that Congress js ip 
session in each calendar year, the chairman of each such 
committee shall consolidate the reports of each member 
and employee of the committee and forward said con. 
solidated report, showing the total itemized expenditures 
of the committee and each subcommittee thereof during 
the preceding calendar year, to the Committee on House 
Administration of the House of Representatives (if the 
committee be a committee of the House of Representa. 
tives or a joint committee whose funds are disbursed by 
the Clerk of the House) or to the Committee on Appro- 
priations of the Senate (if the committee be a Senate 
committee or a joint committee whose funds are disbursed 
by the Secretary of the Senate). Each such report sub- 
mitted by each committee shall be published in the 
Congressional Record within ten legislative days after re. 
ceipt by the Committee on House Administration of the 
House or the Committee on Appropriations of the 
Senate.” 


“* * * Provided, That such credits may be used until June 
30, 1954, without reimbursement to the Treasury, for 
liquidation of obligations legally incurred against such 
credits prior to July 1, 1953: * * *” 

“(b) Amounts appropriated * * * available for purchase 
of foreign currencies (including foreign currencies or 
credits owed to or owned by the United States): Pro- 
vided, ‘That such currencies or credits are authorized to 
be made available for use, without reimbursement to the 
Treasury, for liquidation of obligations legally incurred 
against such currencies prior to July 1, 1953.” 

“* * * not to exceed the equivalent of $25,000,000 of foreign 
currencies * * * shall remain available until expended, 
without reimbursement to the Treasury, for liquidation 
of obligations incurred * * * prior to July 1, 1953, * * * 
and hereafter, foreign currencies generated under the 
provisions of this Act shall be utilized only for the pur- 
poses for which the funds providing the commodities 
which generated the currency were appropriated (except 
as specifically provided in sec. 109).’’ 

“* * * not to exceed the equivalent of $25,000,000 of foreign 
currencies or credits owed to or owned by the United 
States shall remain available until June 30, 1956, without 
reimbursement to the Treasury, for liquidation of obli- 
gations incurred against such currencies or credits prior 
to July 1, 1953 * * *” 

“* * * not to exceed the equivalent of $2,000,000 of foreign 
currencies or credits owed to or owned by the United 
States shall remain available until expended, without 
reimbursement to the Treasury, for liquidation of obli- 
gations incurred prior to July 1, 1953 * * *” ; 

‘“«* * * not to exceed the equivalent of $300,000 of foreign 
currencies or credits owed to or owned by the United 
States shall remain available until expended, without 
reimbursement to the Treasury, for liquidation of obliga 
tions incurred prior to July 1, 1953 * * *.” 
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Group B—Relating to the use of currencies which does not require 
reimbursemenit—Continued 


3. SALES OF AGRICULTURAL PRODUCTS 





Fiscal 
year 


—_—\—— 


Act 


1954 | Mutual Security Act of 1953, Public 
Law 118, sec. 550, July 16, 1953. 


1955 | Mutual Security Act of 1954, Public 
Law 665, secs. 402 and 502(a), 
Aug. 26, 1954. 


Agricultural Trade Development 
and Assistance Act of 1954, Public 
Law 480, secs. 103 and 104, July 
10, 1954 (7 U.S.C. 1703-170). 


1955 | Public Law 480, July 10, 1954 (7 
U.8.O. 1704). 


1956 | Mutual Security Act of 1955, Public 
Law 138, sec. 8(b), July 8, 1955 

(22 U.S.C. 1922). 

Public Law 387, amending Public 

Law 480, Aug. 12, 1955 (7 U.S.C. 
1703-1704). 


1957 | Public Law 962, amending Public 
Law 480, Aug. 3, 1956 (7 U.S.C. 
1703-1704). 

Mutual Security Act of 1956, Public 
Law 726, sec. 8(b), July 18, 1956. 


1958 | Public Law 85-128 (2), amending 
Public Law 480 (7 U.S.C. 1703), 

Aug. 13, 1957. 

Mutual Security Act of 1957, Public 

Law 85-141, sec. 11(b) (2), Aug. 14, 


1957. 


Public Law 85-128 (4), amending 
Public Law 480, Aug. 13, 1957 

(7 U.S.C. 1704). 

1958 | Supplemental Appropriation Act, 
1959, Public Law 85-766, title V, 

Aug. 7, 1958. 


1958 | Mutual 


Security Appropriation 
Act, 1959, Public Law 85-853, sec. 
108, Aug. 28, 1958. 


1958 | Extension and amendment of Pub- 
lic Law 480, 1954, Public Law 85- 
931, sec. 2, Sept. 6, 1958. 


- 


Provisions 


“The President is authorized to enter into agreements with 
friendly countries for the sale of and export of such sur- 
plus agricultural commodities * * * and to accept in 

ayment therefor local currency for the account of the 

nited States.” The act authorizes the President to 
use the currencies without reimbursement to the Treas- 
ury, including the making of loans. 

Sec. 402.—‘‘* * * not less than $350,000,000 shall be used to 
finance the export and sale for foreign currencies of surplus 
agricultural commodities or products, *in addition to 
surplus* transferred pursuant to the Agricultural Trade 
Development and Assistance Act of 1954, * * *. Foreign 
currency proceeds accruing from such sales shall be used 
for the purposes of this Act, * * * the President may 
use or enter into agreements with friendly nations or 
organizations of nations to use for such purposes the 
foreign currencies which accrue to the United States 
under this section.’’ 

Sec. 502(a).—‘‘** * * proceeds of sales made under sec. 550 
of the Mutual Security Act of 1951, as amended, shall 
remain available and shall be used for any of the purposes 
of this Act, * © *.* 

Sec. 103(a).—‘** * * to the extent the Commodity Credit 
a is not reimbursed under sec. 105 for com- 
modities disposed of and costs incurred under titles I 
and II of this Act, there are hereby authorized to be 
appropriated such sums as are equal to * * * all costs 
incurred by the Corporation in making funds available 
to finance the exportation of surplus agricultural com- 
modities pursuant to this title.’’ 

Sec. (b).—‘‘Transactions shall not be carried out under this 
title, ** * in amounts in excess of $700,000,00 

Sec. 104 a-~-h.—‘** * * the President may use or enter into 
agreements with friendly nations or organizations of 
nations to use the foreign currencies which accrue under 
this title * * *.” 

Amends sec. 402 above by striking out “not less than 
$350,000,000” and inserting in lieu thereof, ‘‘for the fiscal 
year 1956, not less than $300,000,000.’’ 

Amended sec. 103(b) above ‘‘* * * by striking out $700,- 
000,000 and inserting in lieu thereof $1,500,000,000. * * * 
not to be apportioned by year or by country, but shall be 
considered as an objective as well as a limitation, to be 
reached * * °.” 

Amends sec. 104 by adding subsec. (i). 

Amended sec. 103(b) above ‘“* * * by striking out $1,500,- 
000,000, and inserting in lieu thereof $3,000,000,000.”’ 

Amends sec. 104 by adding subsec. (j). 

Amends sec. 402 above by adding, ‘‘and of the funds so 
authorized for the fiscal year 1957, not less than $250,- 
000,000.”’ 

Amends sec. 103(b) “** * * by striking out $3,000,000,000 
and inserting in lieu thereof $4,000,000,000.”’ 


Amends sec. 104(h) of Public Law 480 by adding ‘‘* * * 
setting aside from sales proceeds and loan repayments 
under this title, not in excess of $1,000,000 a year in any 
one country for a period of not more than 5 years in ad- 
wee °°" 

Amends sec. 104(e) by adding ‘‘* * * not more than 25 per- 
cent of the currencies * * * shall be available through 
* * * Export-Import Bank for loans * * *.’’ 

Export-Import Bank expenses ‘‘* * * not to exceed the 
equivalent of $200,000 of the aggregate amount of 4 
currencies made available to the Export-Import Bank for 
loans pursuant to the Agricultural Trade Development 
and Assistance Act of 1954, as amended, shall be available 
during the current fiscal year for expenses incurred by the 
Export-Import Bank in foreign countries incident to such 
baa? = 

“Not to exceed *0 percent of the foreign currencies hereto- 
fore generated in any country under section 402 * * * 
may * * * hereafter be used in accordance with the pro- 
visions of that subsection: * * *.’’ 

Amends sec. 103(b) to read: ‘‘(b) Agreements shall not be 
entered into under this title during the period beginning 
July 1, 1958, and ending Dec. 31, 1959, which wil! call for 
appropriations to reimburse the Commodity Credit 
Corporation, pursuant to subsec. (a) of this section, in 
amounts in excess of $2,250,000,000, plus any amount by 
which agreements entered into in prior fiscal years * * *."’ 
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Fiscal 


year 


Fiscal 
year 





1955 


1956 


Group D 


Fiscal | 


year 





MUTUAL 


Group B- 


SECURITY ACT 


OF 1959 


-Relating to the use of currencies which does not require 


reimbursement—Continued 


. SALES OF AGRICULTURAL COMMODITIES TO SPAIN 


Act 
| Mutual Security Appropriation 
| Act, 1955, P.L. 778, see. 109, 


Sept. 3, 1954. 


Provisions 


$55,000,000 of unobligated balances continued available 
under the act shall be available only for the procurement 
and sale, * * * of surplus agricultural commodities gg 
assistance to Spain during the current year, provided 
that 80 percent of the currencies generated hereunder 
shall be used to strengthen and improve the civilian 
economy of Spain, the balance to be available for use of 
the United States.” 


Group C—Providing for reservations of currencies 


1. EDUCATIONAL EXCHANGES 


Mutual Security Act of 1954, Public 
Law 665, sec. 514, Aug. 26, 1954 
(22 U.S.C. 1766). 


Mutual Security Act of 1956, Public 
Law 726, July 18, 1956, amends 
the Surplus Property Act of 1944, 
as amended by act of Aug. 1, 1946 
(60: Stat. 754) and Mutual Secu- 
rity Act of 1954, (50 U.S.C. app. 
1641). 





(FULBRIGHT PROGRAM) 


Provisions 


“* * * Foreign currencies or credits owed to or owned by 
the United States, where arising from this act or other. 
wise, shall, upon a request from the Secretary of State 
certifying that such funds are required, * * * be reserved 
by the Secretary of the Treasury for sale to the Depart- 
ment of State for such activities on the basis of the dollar 
value at the time of the reservation.’ 

Sec. 32(b)(2).—‘‘* * * the Secretary of State is authorized 
to enter into executive agreement or agreements with 
any foreign government for the use of currencies, or 
credits for currencies, of such government held or ayail- 
able for expenditure by the United States or any agency 
thereof including amounts received in repayment of 
principal or interest on any loan made under sec, 505(b) 
of the Mutual Security Act of 1954, as amended * * * for 
(a) financing studies, research, instruction, and other 
educational activities of or for American citizens * * *: 
Provided, however, That no such agreement or agreements 
shall provide for the use of an aggregate amount * * * in 
excess of $20,000,000 or for the expenditure of the cur- 
rencies, or credits for currencies of any one foreign country 
in excess of $1,000,000 annually at the official rate of ex- 
change for such currencies, * * *.’’ 


Providing for use of appropriated funds to purchase foreign currencies 


from the Treasury 


SALARIES AND EXPENSES 


1955 Department of State Appropria- 


1956 


1957 


1958 


1959 








| 
| 
| 


tion Act, 1955, Public Law 471, 
title I, July 2, 1954. 

Department of State Aporepris- 
tion Act, 1956, Public Law 133, 
title I, July 7, 1955. 

Department of State Appropria- 
tion Act, 1957, Public Law 603, 
title I, June 20, 1956. 

Department of State Appropria- 
tion Act, 1958, Public Law 85-49, 
title I, approved June 11, 1957. 

De yartment of State Appropria- 
tion Act, 1959, Publie Law 85-474, 


title I, June 30, 1958. 


Provisions 


“* * * not less than $8,000,000, shall, 
to purchase foreign currencies or 
owned by the Treasury of the United States, 

“* * * not less than $8,000,000, shall, if possible, be used 
to purchase foreign currencies or ¢ redits owed to or ow ned 
by the Treasury of the United States, * * *.’ 

“* * * not less than $9,000,000, shall be used to purchase 
foreign currencies or ‘credits’ owed to or owned by the 
Treasury of the United States * * *.’ 

“* * * not less than $9,000,000, shall be used to purchase 
foreign currencies or credits owed to or owned by the 
Treasury of the United States * * *.”’ 
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Providing for use of appropriated funds to purchase foreign currencies 


from the Treasury—Continued 


Act 


Foreign Service Building Act, 
Public Law 547, sec. 643, July 25, 
1946 


| 





2. ACQUISITION OF BUILDINGS ABROAD 


Provisions 


“* * not to exceed $110,000,000 shall be available ex 
clusively for payments * * * of property or credits * * * 
which property or credits may be used by the Depart 
ment of State * * *.” 














30, 1958. 











the 


1955 | Department of State Appropriation | ‘‘* * * of which not less than $2,000,000 shall be used to 
Act, 1955, Public Law 471, title I, ee foreign currencies or credits owed to or owned 
July 2, 1954. y the Treasury of the United States, * * *.” 

1956 | Department of State Appropriation | ‘‘* * * of which not less than $7,500,000 shall be used to 
Act, 1956, Public Law 133, title I, purchase foreign currencies or credits owed to or owned 
July 7, 1955. by the Treasury of the United States, * * *.” 

1957 | Department of State Appropriation | ‘‘* * * of which not less than $14,000,000 shall be used to 
Act, 1957, Public Law 603, title I, urchase foreign currencies or credits owed to or owned 
June 20, 1956. »y the Treasury of the United States, * * *.”’ 

1958 | Department of State Appropriation | ‘‘* * * of which not less than $15,000,000 shall be used to 
Act, 1958, Public Law 85-49, title purchase foreign currencies or credits owed to or owned 
I, approved June 11, 1957. by the Treasury of the United States, * * *.” 

1959 | Department of State Appropriation Do. 

Act, 1959, Public Law 85-474, 
title I, June 30, 1958. 
3. INTERNATIONAL EDUCATIONAL EXCHANGE ACTIVITIES 

1955 Department of State Appropria- | “* * * not less than $7,560,166 shall be used to purchase 
tion Act, 1955, Public Law 471, foreign currencies or credits owed to or owned by the 
title I, July 2, 1954. Treasury of the United States.” 

1956 | Department of State Appropria- | “** * * not less than $8,000,000 shall be used to purchase 
tion Act, 1956, Public Law 133, foreign currencies or credits owed to or owned by the 
title I, July 7, 1955. Treasury of the United States.” 

1957 Department of State Appropria- | ‘“‘* * * not less than $7,000,000 shall be used to purchase 
tion Act, 1957, Public Law 603, foreign currencies or credits owed to or owned by the 
title I, June 20, 1956. Treasury of the United States.” 

1958 | Department of State Appropria- | “* * * not less than $6,750,000 shall be used to purchase 
tion Act, 1958, Public Law 85-49, foreign currencies or credits owed to or owned by the 
title I, approved June 11, 1957. Treasury of the United States.” 

1958 | Supplemental Appropriation Act, | ‘For expenses to carry out the provisions of sec. 1011d * * * 
1958, Public Law 85-171, ch. [X, $3,525,000; Provided, That this amount shall be used for 
approved Aug. 28, 1957. purchase of foreign currencies from the special account 

for the informational media guaranty program * * * and 
the amounts of any such purchases shall covered into 
miscellaneous receipts of the Treasury.” 

1959 | Department of State Appropria- | “* * * not less than $7,250,000 shall be used to purchase 
tion Act, 1959, Public Law 85-474, foreign currencies or credits owed to or owned by the 
title I, June 30, 1958. Treasury of the United States.”’ 

4. UNITED STATES INFORMATION AGENCY 

1955 | U.S.I.A, Appropriation Act, 1955, | “* * * not less than $8,000,000 shall be used to parchase 
Public Law 471, title IV, July 12, foreign currencies or credits owed to or owned by 
1954. Treasury of the United States * * *.”’ 

1956 | U.S.I.A. Appropriation Act, 1956, Do. 

Public Law 133, title IV, July 7, 
1955. 

1957 | U.S.I.A. Appropriation Act, 1957, | ‘‘* * * not less than $9,000,000 shall be used to purchase 
Public Law 603, title IV, June 20, foreign currencies or credits owed to or owned by the 
1956. Treasury of the United States * * *.”’ 

1958 U.S.LA. Appropriation Act, 1958, Do, 

Public Law 85-49, title IV, 
approved June 11, 1957. 

1959 U.S.I.A. Appropriation Act, 1959, Do. 

Public Law 85-477, title IV, June 
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Group E—Miscellaneous provisions having a bearing on foreign currencies 


1. PROCEEDS FROM SALE OF SCRAP 





Act 


Department of Defense Appropria- 
tion Act, 1954, Public Law 179, 
sec. 622, Aug. 1, 1953. 

Department of Defense Appropria- 
tion Act, 1955, Public Law 458, 
sec. 715, June 30, 1954. 


Department of Defense Appropria- 
tion Act, 1956, Public Law 157, 
sec. 615, July 13, 1955. 

Department of Defense Appropria- 
tion Act, 1957, Public Law 639, 
sec. 612, July 2, 1956. 

Department of Defense Appropria- 
tion Act, 1958, Public Law 85-117, 
sec. 612, Aug. 2, 1957. 

Department of Defense Appropria- 
tion Act, 1959, Public Law 85-724, 
sec. 611, approved Aug. 22, 1958. 





Provisions 


ee CCC 


Same legislation as in fiscal year 1955, except each of the 

Departments of Army, Navy and Air Force had a $]9. 
000,000 limitation. ; 

This legislation authorizes repayment to appropriations 
during the fiscal year of proceeds from the sale of scrap or 
salvage materials up to $40,000,000 for the Department of 
Defense asa whole. (Part of repayment may result from 
sale of goods for foreign currencies.) 

“* * * not more than $31,000,000 of the amounts received 
during the current fiscal year* * * shall be available dur. 
ing the current fiscal year for expenses * * *.”’ 

“* * * not more than $41,000,000 of the * * * proceeds from 
the sale of scrap * * * shall be available during the cur. 
- fiscal year for expenses * * *.”’ 

0. 


“Not more than $49,000,000 of the amounts received during 
the current fiscal year by the Department of Defense ag 
proceeds from the sale of scrap, salvage or surplus mater. 
ials, shall be available during the current fiscal year for 
reimbursement to appropriations for operation and 
maintenance for expenses of disposal of military supplies, 
equipment, and materiel; * * *.”’ 


2. LOAN ASSISTANCE 





Mutual Security Act of 1953, Public 
Law 118, sec. 908(b), July 16, 1953 
(22 U.S.C. 1757). 


Mutual Security Act of 1954, Public 

Law 665, sec. 505(b), Aug. 26, 1954. 

Mote.—This Act repealed the 

rovisions of all prior acts relat- 

g to E.C.A. and Mutual Secu- 
rity programs, 


Mutual Security Act of 1955, Public 
Law 1338, sec. 9(c), July 8, 1955. 


Mutual] Security Act of 1957, Public 
Law 85-141, sec. 8(c), Aug. 14, 
1957. 


Mutual Security Act of 1957, Public 


Law 85-141, see. 9(c)(2), Aug. 14, 
1957. 


Mutual Security Act of 1957, Public 
Law 85-141, sec. 6, Aug. 14, 1957. 


Mutual Security Act of 1958, Public 
Law 85-477, sec. 203, June 30, 1958. 





Amends sec. 115(b)(6) of 1948 act relating to counterpart 
funds, as follows: ‘* * * whenever funds from gue 
special account are used by a country to make loans, al) 
funds received in repayment of such loans * * * shall be 
reused only for such purposes as shall have been agreed 
to between the country and the Government of the 
United States.’ 

“(b) Of the funds made available pursuant to this Act and 
foreign currencies accruing to the United States under 
sec. 402, the equivalent of not less than $200,000,000 shall 
be available only for the furnishing of assistance on terms 
ofrepayment. Funds for the purpose of furnishing assist- 
ance on terms of repayment shall be allocated to the 
Export-Import Bank of Washington * * *.’’ 

Amends sec. 505(a) of 1954 act by adding the following: 
“and shall emphasize loans rather than grants whenever 
possible.’”’ Also, ‘“‘whenever commodities, equipment, 
materials, or services are sold for foreign currencies, the 
President, * * * may use and enter into arrangements 
with friendly nations or organizations of nations to use 
such currencies * * *.” 

Amends sec. 402 of the 1954 act, first sentence to read as 
follows: ‘“‘Of the funds authorized to be made available 
in the fiscal year 1958 pursuant to this act (other than 
funds made available pursuant to Title IT), not less than 
$175,000,000 shall be available for the furnishing of assist- 
ance on terms of repayment * * *.” 

Amends sec. 505(a) of 1954 act by inserting ‘‘, equipment, 
materials,’ after the word “commodities.” 

Amends sec. 505(b)} of the 1954 act by: ‘‘* * * strike out 
the word ‘shall’ both times it appears in the second sen- 
tence and substitute ‘may’”’. 

Amends title II of the 1954 act relating to development 
assistance by establishing a ‘‘Development Loan Fund.” 
Section 204 provides ‘* * * notwithstanding section 1415 
* * © foreign currencies * * * shall be available for use 
for the purposes of this Title.’’ 

Amends provision relating to the Development Loan Fund, 
designated as a body corporate. 


8. MILITARY ASSISTANCE 


Mutual Security Act of 1957, Public 
Law 85-141, sec. 2(a)(3), Aug. 14. 
1957. 


Amends sec. 103(¢) of the 1954 act by adding ‘* * * dollar 
repayments including dollar proceeds derived from the 
sale of foreign currency * * * shall be available until 
expended for the purposes of military assistance on terms 
of repayment, and, notwithstanding sec. 1415 * * * re- 
payments in foreign currency may be used for the pur- 
poses of this chapter: * * *,”’ 
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Group E—Miscellaneous provisions having a bearing on foreign currencies—Con. 
4. SPECIAL ASSISTANCE 


—_—_ 


Fiscal Act 

year 

1958 | Mutual Security Act of 1957, Public 
Law 85-141, sec. 8(a), Aug. 14, 
1957. 


1958 | Mutual Security Act of 1958, Public 
Law 85-477, sec. 205(c), June 30, 
1958. 





Provisions 


Title IV of the 1954 act amended by adding “Section 400 
Special Assistance’ sec. (c) ‘‘ * * * make a special and 
particular effort to utilize foreign currencies accruing 
under Title I of the Agricultural Trade Development and 
Assistance Act of 1954, as amended, for the purposes of 
this subsection.”’ 

Repeals secs. 403 and 404, and substitutes new section “Sec. 
403. Responsibilities in Germany.—* * * the Presi- 
dent may also use currency which has been or may be 
deposited in the GARIOA (Government and Relief in 
Occupied Areas) Special Account, including that part of 
the German currency now or hereafter deposited under 
the bilateral agreement of Dec. 15, 1949, between 
the United States and the Federal Republic of Ger- 
many? © *" 


5. INFORMATIONAL MEDIA GUARANTEES 





1954 | Economic Cooperation Act of 1948, 
and Public Law 472, sec. 111(b) (3) (i), 
prior Apr. 3, 1948 (22 U.S.C. 1442). 


1955 | Mutual Security Act of 1954, Public 
Law 665, sec. 544, Aug. 26, 1954. 


1956 | None..-.---.----- 


1957 | Mutual Security Act of 1956, Public 


Law 726, sec. 11, July 28, 1956. 


1958 | Supplemental Appropriation Act, 
1958, Public Law 85-170, chap. 
IX, approved Aug. 28, 1957. 


1958 | Mutual Security Act of 1958, Public 
Law 85-477, sec. 502(i), June 30, 
1958. 


Guarantees of investments not to exceed $15,000,000 in the 
first year. ‘‘* * * limited to the transfer into U.S. 
dollars of other currencies or credits in such currencies, 
**.* #7 


Amends (22 U.S.C. 1431) by adding “Section 1011. The 
Director of the U.S.I.A. may make guarantees * * * of 
investments in enterprises producing or distributing 
informational media * * *. The amount of such guaran- 
tees in any fiscal year shall be determined by the Presi- 
dent, but shall not exceed $10,000,000.”’ 


Amends sec. 544 above and sec. 1011 of the United States 
Information and Education Exchange Act of 1948, as 
follows: ‘‘(d) Foreign currencies available after June 30, 
1955, from conversions made pursuant to the obligation 
of informational media guarantees may be sold, in accord- 
ance with Treasury Department regulations, for dollars 
which shall be deposited in the special account and shall 
be available for a under new guarantees. Such 
currencies shall be available, * * * as may be agreed to 
by the governments of the United States and the country 
from which the currencies derive.”’ 

‘For expenses to carry out the provisions of sec. 1011d * * * 
$3, 525,000: Provided, That this amount shall be used for 
purchase of foreign currencies from the special account for 
the informational media guarantee program * * * and 
the amounts of any such purchases shall be covered into 
miscellaneous receipts of the Treasury.” 

Sec. 1011, above, is amended by adding ‘‘(h) (2) Such impair- 
ment shall consist of the amount by which the losses 
incurred and interest accrued on notes exceed the revenue 
earned and any previous appropriations made for the 
restoration of impairment. Losses shall include the dollar 
losses on foreign currencies sold, and the dollar cost of 
foreign currencies which (a) the Secretary of the Treasury, 
after consultation with the Director, has determined to be 
unavailable for, or in excess of, requirements of the United 
States, or (b) have been transferred to other accounts 
without reimbursement to the special account.’ 

(3) * * * The currencies determined to be unavailable for, 
or in excess of requirements of the United States as pro- 
vided above shall be transferred to the Secretary of the 
Treasury to be held until disposed of, and any dollar 
proceeds realized from such disposition shall be deposited 
in miscellaneous receipts.” 
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Group E—Miscellaneous provisions having a bearing on foreign currencies—Cop,. 


6. COUNTERPART FUNDS GENERATED UNDER MUTUAL DEFENSE ASSISTANGR 
GRANTS 

Fiseal Act Provisions 

year | 


a | — — emeedilban rn ‘ onc 


1955 | Mutual Security Act of 1954, Pub- | “In cases where any commodity is to be furnished on 


lic Law 665, secs. 142, 411, Aug. grant basis * * * under arrangements which will resujt 
26, 1954, as amended, (22 U.S.C. in the accrual of proceeds to the recipient nation, * * + 
185-(h)). the recipient nation shall have agreed to establish g 


special account, and 
(i) deposit in the Special Account * * * currency of 

| the recipient nation in amounts equal to such proceeds: 
(ii) make available to the United States such portion 
of the Special Account * * * not less than 10 percent 
os’) ond 

(iii) utilize the remainder of the Special Account for 
programs agreed to * * *. 

Any unencumbered balances * * * shall be disposed 
of for such purposes as may * * * be agreed to between 
such country and the Government of the United States.” 


} 


| 


1956 | Mutual Security Act of 1955, Pub- | ‘‘Whenever possible, the expenses of administration shal] 
lie Law 138, July 8, 1955 (22 U.S.C be paid for in the currency of the nation where the expense 
1931 (a)). is incurred.”’ 


Mutual Security Act of 1955, Pub- | ‘‘None of the counterpart funds * * * shall be used to make 
| lie Law 138, July 8, 1955, (22 payments on account of * * * any debt of any foreign 


U.S.C. 1760(a)). government * * *.” 
1958 | Mutual Security Act of 1958, Pub- | ‘Provided, That if amounts in such remainder exceed the 
| lic Law 85-477, sec. 202, June 30, | requirements of such programs, the recipient nation may 
1958. utilize such excess amounts for other purposes agreed to 


by the United States which are consistent with the for- 
eign policy of the United States: Provided further, That 
such utilization of such excess amounts in all Special 

| Accounts shall not exceed the equivalent of $4,000,000,” 
1958 | Mutual Security Act of 1958, Public | Amends (22 U.S.C. 1760a), above, by adding “Provided, 

| Law 85-477, sec. 401(d), June 30, That to the extent that funds have been borrowed by any 
1958. foreign government in order to make a deposit of counter- 
part and such deposit is in excess of the amount that 
would be required to be deposited pursuant to the formula 
prescribed by section 142(b) of this Act, such counterpart 
may be used in such country for any agreed purpose con- 
sistent with the provisions of this Act.’ 





RESTRICTIONS ON USE OF COUNTERPART FUNDS 


Senator Morse. Mr. Chairman, if you will bear with me a moment, 
I am raising this in this public hearing with the full expectation 
that later we will go into it in more detail probably in executive 
session. I think the people of the United States are entitled to be 
informed about this counterpart fund problem, and this committee 
is entitled to receive from the State Department, through Secretary 
Dillon, any constructive suggestions they want to make as to how 
we can make better use of these counterpart funds, if my major 
premise is right. 

And I am not sure that it is, but I happen to believe that it is. But 
my Opinion will change if the Secretary can give me some facts that 
justify changing it. But as I have been in various counterpart 
countries, Mr. Secretary, it just seems to me that our policy toward 
counterpart funds needs to be modified. 

There are many places in the world whereby the expenditure of 
these counterpart funds, if we could lift some of these restrictions, 
would help the local economy measurably. We to some extent might 
reduce the need for direct grants from the United States, or grants 
that we are asked to make which maybe we don’t make for some other 
reason. But there is good reason to make them, nevertheless, such 
as we talked about this morning—aid to American schools abroad. 





I would not necessarily limit it to American schools, if what we 
are trying to do is really get out some information on education and 
improve the literacy of these people in some of these countries. 
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One more comment and then I will put the question for your ob 
servation which I hope you will follow up, possibly even with a memo- 
randum to the committee from the State Department on advice and 
counsel on counterpart funds. 


COUNTERPART FUNDS FOR REPRESENTATION ALLOWANCES 


It has been my observation that we are really restricted from the 
use of counterpart funds for representation expeditures on the part 
of the American Foreign Service abroad, although Senate committees 
and House committees can go abroad and have access to counterpart 
funds, which I think is an interesting observation. But an Ambas- 
sador or a consul general, as I have found them in various parts of 
the world, can have run out completely of representation money and 
can be found, as I found them, paying representation costs out of 
their own pockets from their own salaries, and at the very seat of the 
Embassy ar you have got great sums of counterpart money, and 
that Ambassador can’t touch it because of a restriction such as I have 
just read that Congress has placed upon it. 

Now can’t we work out, in connection with these counterpart funds, 
some reasonable checking system whereby the objective that Congress 
had in mind of wanting to prevent a wild expenditure of these funds 
will be protected, yet at the same time providing for these funds to be 
put to use, rather than continuing to be piled up in New Delhi and 
the other parts of the world—I mean in Bangkok, for example, or 
other parts of the world where counterpart funds exist—by our own 
Government officials ? 

So my question is this: Do you have any recommendations to make 
to the Foreign Relations Committee with respect to relieving the 
State Department from any existing restrictions upon the use of 
counterpart funds, and if so, what restrictions are these ? 

A second companion question: Do you have any recommendations 
that you want to make to the Foreign Relations Committee as we 
consider the mutual security program with respect to any changes 
inthe use of counterpart funds? 

Mr. Ditton. Senator, I would first like to state that I would like 
to have the opportunity of supplementing what I am about to say by 
submitting a fuller memorandum for the record later on. 

Senator Morsr. I ask for that, Mr. Chairman. 

The Cuarrman. Certainly he may. 

(See pp. 1281 et seq. for information subsequently supplied by the 
executive branch.) 

Mr. Ditton. In addition what you have just said regarding the use 
of counterpart for representation allowances was the subject of a 
letter from the chairman of this committee to the Secretary of State, 
which is presently under consideration in the Department of State, 
and I would expect that there ought to be an answer forthcoming 
on that particular question in the relatively near future. As a result 
of your question and a further informal inquiry from the chairman 
I will ohewver to see that that answer comes forward rapidly. 

Certainly, as you know, the Department of State has continually 
felt that the representation allowances it has had available over the 
past few years have been inadequate, particularly for some of our 
smaller Embassies abroad and most particularly for some of the 
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second and third ranking officers in those Embassies who have prac- 
tically no allowances whatsoever. 

We have not been able to get adequate appropriations enough for 
that subject. We hope to do better this year. 


COUNTERPART OWNED BY FOREIGN COUNTRIES 


As to the rest of local currency, it really divides itself into two 
basic categories, that which is owned by the United States and which 
can be used for U.S. use, and that which is owned by the foreign 
countries. 

Counterpart which is owned by the foreign countries according to 
our records, is generally not too great a problem. Some of it, a con- 
siderable amount of it, is unexpended, but as of last June, June 30, 
the greater part of it, the country owned counterpart, was either 
obligated or committed. The only unobligated uncommitted amounts 
came to something like $270 million, and regarding that particular 
$270 million, we have one recommendation in this legislation which 
is meant at this time to deal with one particular country and one par- 
ticular situation of a similar nature which we feel requires legisla- 
tion. This is in Greece where there is a substantial amount of coun- 
terpart that was piled up 5, 6, 7 or 8 years ago. In view of the 
amount of activity senile undertaken by Greece and the degree of 
deficit financing to which the Government was committed, it was 
realized that release of the entire amount of counterpart for addi- 
tional activities would have serious inflationary consequences. Later 
it was determined that the only safe use of that particular counter- 
part, I think it is $115 million worth of it, was to retire Greek 
domestic debt and thus get rid of it. 

We are now asking for an amendment which will permit us to use 
country-owned counterpart for debt requirement when the President 
finds that any other use would adversely offset economic stability. At 
this time there is a particular situation in one country involving ap- 
proximately half of the $270 million unobligated amount, and I think 
the rest of it is just the current amount that turns over. 


ADMINISTRATIVE PROBLEMS OF PUBLIC LAW 480 CURRENCIES 


Now in the U.S. owned amounts, that is a very large problem. Our 
figures show well over $2 billion there. 

That includes Public Law 480 currencies either unexpended or un- 
obligated and uncommitted. There the problem has been mainly in 
Public Law 480. There have been a number of problems and I don’t 
think we need legislation to handle them. I think they are primarily 
a question of our own administrative procedures. 

ne of the impediments to the rapid use of this currency was a 
provision which had been standard from the beginning of the pro- 
gram, requiring on Public Law 480 loans to countries of local curren- 
cies that they agree to a maintenance of value clause. That had been 
strongly resisted by these countries, because they felt they were only 
borrowing back their own currency, and did not see why they should 
make such agreement. In general this requirement caused great difl- 
culties and the countries would not make such an agreement. Finally 
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many of them did, based on the fact they felt they would not get 
further Public Law 480 sales unless they had done that. 

But then once they had done it, many of them just did not use the 
money, let it lie in the bank because they were not subject to a no- 
maintenance-of-value requirement clause on it until they actually 
started to use it. 

We have been studying recommendations about this problem — 
by a number of committees, including a special committee that ICA 
had study it last year and this group as well as the Business Advisory 
Council committee both recommended that the maintenance-of-value 
clause be dropped. 

Finally the State Department obtained the agreement of the Na- 
tional Advisory Council about a month ago to dispense with that par- 
ticular requirement. 

I think that will expedite the loaning of Public Law 480 funds for 
development purposes. 


INHIBITING ROLE OF BUDGET BUREAU ON USE OF COUNTERPAR’ 


Beyond that there has been another problem. The Congress gave 
the President the authority to make grants of counterpart for eco- 
nomic development purposes, but under the authority and under the 
Executive orders, there has to be a waiver in each instance approved 
by the Bureau of the Budget before there can be such grants for 
economic development purposes. The Bureau of the Budget’ s norma] 
positions in the past have been to oppose such grants, and as a rule the 
Bureau has not agreed to this sort of procedure. 

Last fall we did obtain Bureau of the Budget’s agreement that up 
to 15 percent of the Public Law 480 currencies in any one country 
could be used for grant purposes. That enables us to make grants 
for educational and health purposes, for roadbuilding—things that 
are not revenue producing. 

The countries often did not want to borrow for those purposes. We 
did not feel that this was enough in certain countries where we had 
the biggest amount of local currencies. We pressed further over the 
past few months, and we have now an agreement from the Bureau of 
the Budget that the State Department’s recommendations regarding 
such loans and grants and the size of them will be ace epted by the 
Bureau of the Budget for countries which will be mutually agreed. 
I don’t see any great difficulty in reaching agreement on these issues. 
The country list will include all the countries in which these accumu- 
lations are and we have not been able to find appropriate use for the 
currency on a purely loan basis. 

It will not apply to countries where the currency account is small 
and might be useful for U.S. use in the future, which is the primary 
interest of the Bureau of the Budget. 


HOPE FOR MORE FLEXIBLE PROCEDURES 


I do feel that with these changes we will be able to work these totals 
down over the next year or two and will have a much more flexible 
and useful procedure that will enable us to use these currencies in a 
much better way for the overall benefits of our foreign policy. 


40110—59—pt. 1—_—-10 
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I don’t think that it will be able to take the place of grants of hard 
currency of foreign exchange or loans of foreign exchange which are 
needed for economic development. But we will have a much more 
flexible use of these local currencies, and I think we are proceeding 
generally to try to improve our procedures. ' 

Senator Morsr. Mr. Secretary, that is very helpful. But related to 
the last observation of your comment, I would like to point out to you 
that from the standpoint of our seats here in the Senate, so long as 
opponents of as large a mutual security program as our Government 
is seeking are able to say to the American people, “We have now a 
billion and a half or more of American-owned counterpart funds in 
various countries of the world which in effect are frozen, it appears,” 
then their hand is strengthened with that argument in trying to get 
public support in opposition to the mutual security program. — 

And so I think we have an educational job to do here in regard to 
the counterpart fund problem. That leads me to ask you this last 
question, because you point out that it would not replace the need for 
hard dollar grants or loans for some specific projects. 

But would it not be true if we developed a more flexible program 
for handling our counterpart funds, which means we eliminated some 
present restrictions and gave broader discretion to you people in the 
State Department to expend these funds for American purposes or 
American programs in the countries where they are located, that such 
a program of greater flexibility would reduce somewhat the total 
amount of money, of hard money, that you are asking for in this 
mutual security program this year ? 

Mr. Dixon. Well, in preparing this program, we have taken fully 
into account the use of Public Law 480 funds that would be available. 
Now we did not have this grant authority before this year, so in the 
next review that would be fully taken into account. 

However, whatever we spend that way does not create foreign ex- 
change, and the bulk, certainly almost the entire amount, of defense 
support and special assistance is dependent on foreign exchange 
needs. 

Occasionally hard currency here is used by the Development Loan 
Fund to cover strictly local expenditures. The Development Loan 
Fund in some cases makes loans of that nature. 

However, they also check up to see if there are Public Law 480 
funds available for this purpose, and so far local currency loans have 
been made only in places where there are no Public Law 480 funds 
available, either because there is no program or because it is already 
being spent for other purposes. 

So I think it would make, so far as I can see, very little difference. 
It would, however, make a much more flexible and attractive pack- 
age to the country concerned, and it would be good for our foreign 
policy. We would be able to help finance the local costs of such 
things as can be obtained from local resources for such activities as 
school programs, roads, and projects of this nature which would be 
of great political attraction and economic usefulness in the coun- 
tries concerned where there are idle resources. As things stand, these 
currencies have been merely accumulating. 

The Cuarrman. Will the Senator yield for a moment? 

Senator Morsg. Yes, sir. 
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SCOPE OF USE OF COUNTERPART FUNDS 


The Cuairman. At this point would you have the witness elab- 
orate a bit for the record about the restrictions and the limitations 
upon these counterpart funds? 

There is a great misconception about this, what these really are 
and how useful they can be. The record does not show that. 

Senator Morse. That is what I am moving into with the next ques- 
tion, Mr. Chairman. 

It deals with your last comment, Mr. Secretary, when you say that 
if you put it in a package program it would be appealing to those 
countries particularly because of the political effects, for schools 
and roads. I thought it might be helpful for public information 
if I put a hypothetical case or two to you and you could comment 
on them, either showing why the funds can’t be used for this purpose 
or what the effect of it would be if they were used for such a pur- 
pose as the one I now give you, to wit: Suppose there is a country, 
m which we have a considerable amount of counterpart funds out 
of more than a billion and a half counterpart funds that we own 
around the world, that has a serious health problem caused by malaria, 
and that we could help with a malaria control program. 

Could counterpart funds be used for that purpose? 

Mr. Dizon. I think I should clear up one minor point of definition 
Senator. Technically, all counterpart is country-owned. It rep- 
resents the sales proceeds or commensurate value of grant aid, except 
for sales of surplus agricultural items. Sales of surplus items produce 
U.S.-owned local currencies, and these are the items which I have 
loosely described as U.S.-owned counterpart. I see no reason why 
they could not be used, particularly when we have grant authority. 
They could not be used for bringing in raw materials that are needed, 
but they could be used for paying local people to carry out the 
program ; yes. 

Senator Morse. They could pay local labor ? 

Mr. Ditton. They could pay local wages; that is correct. 

Senator Morse. And they could pay for any locally produced sup- 
plies that might be helpful in carrying out the program ? 

Mr. Ditton. That is correct. I think that these programs could 
always have been carried out on a grant basis; but until we had this 
grant, authority under Public Law 480 and had it clarified, it was 
not practical because countries did not want to borrow the money for 
that purpose, and we can well understand why. 

But now that we have this grant authority, it should be possible. 


USING LOCAL CURRENCIES FOR ECONOMIC DEVELOPMENT PROGRAMS 


Senator Morse. This leads to our inquiry, Mr. Chairman. Staying 
with my hypothetical case, Mr. Secretary, because I think the public 
can understand that hypothetical case very quickly, are there any 
existing restrictions in the law that would forbid you now from using 
counterpart funds in any country where we have them and at the 
same time have a control program? Is there any restriction now that 
prevents you from spending counterpart money for a mosquito control 
program ¢ 

Mr. Ditton. No, sir. 
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There are no such restrictions that I am aware of. The only prob- 
lem under Public Law 480 has been the administrative one of getting 
this waiver to allow us to make grants, which we now have, b 

Senator Morse. I understand that. 

Mr. Ditton. Not in the law. 

Senator Morsr. That goes also for some other expenditures such 
as road building and school support and similar items. You know of 
no restrictions at the present time that would prevent the use of 
counterpart funds. 

Now for the record, will you tell the committee again why, in the 
past few years, there has not been a greater use of counterpart funds 
for those purposes ? 

Mr. Dinton. I don’t know, Mr. Chairman, the exact date on which 
the legislation was clarified to give us the authority to make these 
grants for economic development purpose. But after that was first 
done, the authority to make this determination, which the President 
was required to make in each instance under the law, was passed on to 
the Bureau of the Budget, and the Bureau of the Budget operated in 
the first instance on the general theory that some day all of these 
foreign currencies would be useful for U.S. purposes. 

We did not think that that was a very useful assumption, given 
amounts of Public Law 480 programs that continued year after year 
in certain countries where these programs were so large, and we could 
not conceive any U.S. use that would use up that amount. 

So we have been pressing for a liberalization of that understand- 
ing, and we have now got it as a result of considerable debate. 

Prior to that time, you could use these funds on a loan basis for 
these same purposes, but the countries understandably were not inter- 
ested in that, because of this maintenance of value provision which 
is now no longer necessary, and because they had to pay a certain 
amount of interest on these loans if they borrowed the money. A 
number of the countries discovered that by not borrowing the money 
and just letting it sit in the bank, they could increase their own funds 
by credit expansion, which would just be the equivalent of the added 
Public Law 480 imports and there would not be any net inflationary 
increase, and they did not have to pay any interest at all. 

So there have been problems such as that in getting them to spend 
these loans. 

Under a grant system for these types of projects which do not pro- 
duce revenue directly, I think we will be able to make much better 
use of these local currencies and we will get much greater credit in 
the country concerned. 

Senator Morse. Mr. Chairman, may I direct this observation to 
you? 

CONGRESSIONAL INTENT CONCERNING WAIVER AUTHORITY 


Mr. Dron. If I might say one thing, Senator, something which 
would be helpful to us: a change in the law which requires this 
Presidential waiver, which has been understood to mean that the 
Congress is not too keen about the President exercising this waiver, 
and that very great care should be taken. 

It should only be done in exceptional circumstances. If the Con- 
gress is in accord with the greater use of this grant authority, and 
there was some indication in the committee report last year along 
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those lines although it was not fully clear, at least to some people 
in the executive branch as to the extent of the congressional intent, 
and if in the committee report it could be clarified that the Congress 
believes that it is useful to use this waiver authority more freely, I 
think that a statement by Congress to the effect would be helpful. 


PREPARATION OF STATE DEPARTMENT MEMORANDUM ON COUNTERPART 
FUNDS 


Senator Morse. Mr. Chairman, I would like to have your attention 
for a moment on a request that I want to make if it meets with your 
pleasure. 

As the facts come in I may be proven wrong. I don’t think I will be. 
J think I am placing my finger here this afternoon on one problem 
that can very well produce some overall savings in our expenditure of 
funds for foreign aid purposes. 

At least I would like to have it pursued much more than we can 
here in this hearing. 

I would like to have the staff of the Foreign Relations Committee 
assigned the responsibility of cooperating with Secretary Dillon’s 
staff in the preparation of a memorandum for our use in the writeup 
on this bill, to cover the whole matter of counterpart funds from the 
standpoint of the various points which have been raised in the col- 
loquy between the Secretary and myself this afternoon. 

First, where are these currencies? Second, what restrictions has 
Congress imposed upon them? What discretion does the State De- 
partment now have and to what extent has it been using or not using it ? 

What use in the immediate future do we see that these funds might 
be put to use for those projects—whether it is mosquito control or 
road building or school support—that otherwise might be handled 
by an out and out grant but could be handled by the use, at least 
partially, of some counterpart funds ? 

I make that request, Mr. Chairman, because I have received a con- 
siderable amount of communications, much of it in the form of ob- 
jections or questions about our granting more money to these coun- 
tries that already have American counterpart money. 


NEED FOR UNDERSTANDING AND EFFICIENT USE OF COUNTERPART FUNDS 


I think, may I say most respectfully to Secretary Dillon, from the 
standpoint of the psychological reaction in this country, in order 
to get that public opinion support that those of us who are for good 
foreign aid want to develop, that we need your cooperation on this 
counterpart fund problem. 

I do not think the people fully understand it. I am sure a lot 
of Members of Congress don’t. If we are guilty of placing restric- 
tions that handcuff you, the State Department, to the detriment of 
the most efficient use of these funds, somebody ought to tell us so, to 
give me the facts and the members of this committee the facts. 1 
know we will see what we can do to get these legislative restrictions 
removed. 

But for the life of me, Mr. Chairman, I don’t think we can go 
through this bill this year and leave the counterpart fund matter as 
untouched as we left it last year. I don’t think that just a passing 
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reference to it in a committee report is the kind of help the State De- 
partment needs. 

If we make the kind of study I am asking for, we are in a position 
then to make some recommendations to the Congress for the liftin 
of some restrictions. I would like to have your permission to ask our 
professional staff to work on that with Mr. Dillon’s staff. 

The Cuamman. If I may say to the Senator from Oregon, that 
is what I had in mind in my question. There is great misunderstand. 
ing of the significance of counterpart or foreign currency, terms which 
we use interchangeably. This question came up in the consideration 
of a resolution authorizing the study which is now going forward for 
the International Development Association. 

I think it is quite right that a great many people, including Mem- 
bers of the Senate, have erroneous views about the significance of 
this counterpart. 

[ think the Under Secretary is very well qualified to undertake, in 
a memorandum with supporting material, to clarify the situation. | 
did not mean to refer only to limitations upon the use of counterpart 
imposed by the law, but limitations upon its use that exist in the inter- 
national balance of payments and the effect upon the economies of the 
countries where the counterpart exists. Using the counterpart in 
sort of a broad manner upon an economy in many cases would be dis- 
astrous, creating inflation. 

I think it will be helpful if the Secretary can develop a memo on 
this subject in plain everyday language—and I certainly approve of 
what Senator Morse is suggesting—I know that this witness is the 
right man to ask for it. 

(See pp. 1281 et seq. for information subsequently supplied by the 
executive branch.) 





BUDGET BUREAU VETO REGARDING COUNTERPART 


The Cuarrman. One other thing I would like to add here. What 
is the excuse for giving the Bureau of the Budget what appears to be 
a veto upon the use of counterpart in the foreign field? I have a dis- 
tinct impression that the Bureau of the Budget is extremely limited 
in its understanding of foreign relations, and I don’t see why the Bu- 
reau of the Budget should be given any such veto. I think the Presi- 
dent should delegate to the Department of State the decision as to 
how this veto should be used in the grant field. 

Mr. Ditton. Mr. Chairman, on that latter statement, that bears on 
what I said originally about the intent of the law, which varies specif- 
ically to put this exceptional requirement on the President to make a 
specific waiver in each and every case, when this was used for a grant 
purpose instead of a loan. The President has the authdfity to dele- 
gate that, and that was delegated to the Bureau of the Budget. 

The Cuarrman. Why doesn’t he delegate the authority to the Secre- 
tary of State? He is his representative in the foreign field, not the 
Bureau of the Budget. 

Mr. Ditton. Yes, but it is not our primary responsibility to look 
after the interests of other Government agencies that might generally 
find uses for U.S.-owned counterpart for their own purposes. 

For that reason it was given to the Bureau of the Budget, and it was 
therefore administered in a very strict fashion. Now I think that the 
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fashion is being considerably relaxed. But it has taken a great deal 
of study of the problem to achieve that. 

Senator Morse. I would like to say, Mr. Chairman, I think it is one 
thing to give the Bureau of the Budget an advisory function and an- 
other thing to give them a veto power. 

The Cuatrman. I do, too. 

Senator Morse. It is all right to call on the Bureau of the Budget 
for an advisory point of view on this but I want to join with you in 
saying I don’t think the Bureau of the Budget should be exercising 
a veto over the State Department in the field of foreign policy. 

The Cuarman. Neither do I. This isn’t the first instance where 
the Bureau of the Budget has gone contrary to the application of 
these foreign currencies in this field. I think the Bureau of the 
Budget has entirely too much infiuence in these decisions and that it 
onght to be primarily the responsibility of the Department of State. 


REPRESENTATION BILLS ABROAD 


Senator Morss. Before I ask my next question on another subject 
matter, Mr. oe I only want to say by way of a little light 
touch that I tried to help you people in the State Department in my 
trip around the world in the fall of 1957 by picking up the tab for 
a good many of your representation bills in the countries to which I 
went, and I was surprised to discover from your Ambassadors and 
your consul generals that apparently it was a precedent for a Senate 
committee to do that. 

So I came back and recommended to my colleagues here on the 
committee, “When you get out there remember these fellows are paying 
it out of their own jeans in most cases.” And so when I got to Madras 
where the supreme court of that province wanted to have a luncheon 
for my party, knowing of course it would be paid for by our consul 
general in New Delhi, I did a little inquiry and found out he did not 
have any money but he was going to have the luncheon. 

And so I picked up that tab as I did I think a good many around the 
world, because I thought, “Here is a chance to get rid of some of this 
counterpart money.” But if I as a Senator could do it, why in the 
world should the consul general in Madras not have been able to do 
it in the first instance, and to save the kind of temporary embarrass- 
ment he suffered, because he said, “Oh, no, Senator, you mustn’t do 
this. After all this is my responsibility.” 

But I said, “Where will you get the money?” And I found out; 
out of his own jeans. I said, “You are not going to do it. I can get 
the money. I have the authority to get the money because I am a 
traveling Senator,” and I did. I came back and reported to my col- 
leagues here because I did not want somebody to say that I had made 
some misuse of counterpart funds. 

I wanted them to show what I put it to. But isn’t that an interest- 
ing example of how shortsighted we in the Congress are in imposing 
upon you people who have this great responsibility of protecting our 
representation abroad, that discretionary power to use counterpart 
funds? 

We ought to require that you make a full disclosure of what you do 
with it. But if you actually run out of funds and we need that kind 
of representation for our country, you ought to be allowed to do it, 
especially when I think of all the money that we appropriate right 
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here under nice highfaluting terms about emergency funds and special 
executive funds and so on, when we know behind the scenes then what 
that money is used for in many instances, and rightly so, in order to 
protect our interests abroad. 





STUDY OF RESTRICTIONS ON USING COUNTERPART FOR REPRESENTATION 
FUNDS 


Why don’t we, when we can move on top of the table, do it, and re- 
move, Mr. Chairman, these restrictions that we put on the State De- 
partment in the use of these funds for representation purposes 4 

I hope in this memorandum you will give me the facts and infor- 

mation and material that I can use, because I intend to press this 

matter this year. 

I don’t intend as far as my wee voice on this committee is con- 
cerned to let this bill and the writeup come out of this committee 
without an open, frank, facing up to this counterpart fund matter. 


ASSISTANCE TO LATIN AMERICA 


Now I move, Mr. Chairman—and I won’t be so long on this line of 
questioning—I move to another topic. This morning in your very 
able statement you had much to say about our foreign investments 
abroad. 

In my work on the Latin American Subcommittee, I am concerned 
about the number of representations that have been made to me and 
are being made to me by Latin American officials that what we need 
are not American companies down in Latin America but we need 
Latin American countries developed to develop their own resources, I 
talked to a very high official in a Latin American country not so long 
ago, and he particul: uly emphasized this point: “Don’t embarrass 
us,” he said, “by sending into my own country more and more Ameri- 
can companies and corporations and investors. That is not what we 
want or need. What we need is the investment capital available to 
our own citizens and businessmen to develop our own Latin Ameri- 
can companies.” 

Now I know there are two sides to this coin too. But I do think in 
view of the emphasis you gave this morning to American investments 
abroad, it would be well if we got the benefit of your point of view 
as to whether or not we should not give more consideration to this 
demand for loans to native corporations or companies or individuals 
of the countries in which the development is to take place. 

Mr. Ditton. Senator, our policy up to 2 years ago was to rely in 
Latin America exclusively on the Export-Import Bank and on our 
private investment from the United States to provide the necessary 
foreign exchange. 

Two years ago when the Development Loan Fund was formed, we 
developed an additional mechanism and about 10 percent of the ‘De- 
velopment Loan Fund’s capital has gone to Latin America. 

That is in addition to what goes from the E xport-Import Bank. 

Regarding private investment, probably the greatest need for these 
various inducements we were talking about lies in the other under- 
developed areas of the world, since as you know there are and have 
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been for some time expectation incentives for private investment in 
Latin America which are not applicable to other regions. 


INTER-AMERICAN DEVELOPMENT INSTITUTION 


The very thing that you are concerned about entered into our think- 
ing, which was largely stimulated by our experience at the Buenos 
Aires Economic Conference in August of 1957, and as a result of 
which we reached the conclusion to reverse our long-held policy of 
opposition to an Inter-American development institution. _ 

And we did do that. This will do two things: It will provide some 
additional capital from the United States, from outside. 

But more than that, or equally with that, we think it will provide 
a mechanism through which Latin American countries can get better 
technical assistance and advice which will be technical assistance and 
advice by their own institutions. 

Where there will be Latin Americans in positions of authority as 
to development priorities and as to how their development should be 
carried on. 


COUNTRY-BY-COUNTRY STUDY OF LATIN AMERICAN NEEDS 


In addition to that, at the present meeting in Buenos Aires of the 
committee of 21, one of the resolutions that is up for consideration, 
and which has been agreed to in the working group by the United 
States, provides that the Inter-American Economic and Social Coun- 
cil will undertake a series of country-by-country studies of their en- 
tire economy with a view to developing development programs, assess- 
ing the funds that are available, both public and private in the coun- 
try concerned, what the needs are, what is coming in from outside and 
what foreign capital might be available and might be necessary, 
either on a hard-loan basis or a soft-loan basis. 

When we have those, we will be more able to judge the need and to 
meet it. I do think that it is clear that there is a need for a somewhat 
greater flow of public capital into Latin America as well as a con- 
tinued flow of private investment because I think it is clear that under 
our system, our private enterprise system, the United States cannot 
hope to finance the whole burden of development in the underdeveloped 
areas without the use of the private enterprise tool which is basic to our 
economy. 

It should not by any means be the only tool. 

Senator Morse. I want to thank you for that answer and I want 
to associate myself with everything you have just said. 

I ask the question because I wanted to give you this opportunity to 
make the statement which you did in order to counteract what I think 
is some propaganda against us, and from very leftist sources. Yes, 
I think out-and-out Communist sources in Latin America “watch out 
for the United States.” What they are really seeking to do is to get 
a lot of American companies down into Latin America with Ameri- 
can investments and then they will take over the economy of Latin 
America. 

Now I know that is not your point of view but we have got to 
counteract that propaganda, I think, at all times. 
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QUESTION OF MARSHALL PLAN FOR LATIN AMERICA 


You mentioned the Buenos Aires conference, Mr. Secretary. Do you 
have any comment to make on Castro’s suggestion of a Marshall plan 
of a billion and a half for Latin America? 

Mr. Ditton. As I read the figure, his recommendation was a 
Marshall plan of $30 billion for Latin America over a period of 10 
years. I would think that that is rather more than we would be pre- 
pared or able to put into that one region on a grant basis. Also there 
are no figures that are available as yet and that is one of the re: asons 
for these studies, to indicate how much money might be required 
and what it might accomplish. 

When you come to the end of the 10-year period you would probably 
need even more. There is no comparison—this is the point we have 
made in Latin America and the rest of the world—between the Mar- 
shall plan and the program of expediting the development of the less- 
developed countries, because the Marshall plan program is a finite 
program to put a destroyed « economy back to where it was before, 
whereas then in the underdeveloped countries you are just trying to 
lift the standard of living. 

Senator Morse. I ask this question, Mr. Secretary, not to be face- 
tious at all and I apprec iate your very serious answer to it. 

The account that I had read was a billion and a half—TI should have 
added a billion and a half a year for 30 years—but you say it isa 
billion a year for 30 years ? 

Mr. Ditton. $3 billion a year for 10 years. 

Senator Morse. I want to say in my position here today that ] 
think the program that we have, outlined in your testimony, and the 
suggestion of setting up, for ex: ample, this new loaning agency by way 
of a bank for the Latin American countries is clear evidence of our 
good faith to try to be of economic assistance in Latin America upon 
the basis of the merits of each individual request. 

I say that as my response to this very interesting propaganda that 
is Obviously in my judgment aimed at emotions, an emotional appeal 
in Latin America, without any meritorious basis in fact backing up 
such an oratorical suggestion that was made at Buenos Aires. 

I am satisfied that Latin American countries can count on us to 
meet them on the basis of the merits of any particular economic as- 
sistance suggestion they want to make to us, 

But I, for one, want to make clear that I do not oo or for 
that. matter approve the kind of an appeal that Mr. Castro, if he is 
really a friend of the United States, made in Redes Aires, since | 
don’t approve of many of his public announcements. 


ASSISTANCE FOR ISRAEL 


Mr. Secretary, does this proposal that has come up to us from the 
administration earmark any specific funds for Israel? 

Mr. Ditton. As this program is presented, we present what we call 
illustrative programs in special assistance vategory. 

Tsrael has received whatever grant funds that they do receive out 
of the special assistance « category, and this year in the program before 
you there were no funds listed in special assistance for Israel. 
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I may say that this was done because last fall and wintér when the 
budget was prepared, there was great pressure to hold it to as low : 
figure as possible, and it was our feeling, which I think is fully 
justified, that the assistance which Israel requires could be given to her 
from an economic point of view equally well through Public Law 480 
and through Development Loan funds. 

The grant assistance which Israel has received in the recent past has 
been in the form of agricultural products under section 402, and those 
products could be equally well given to Israel under Public Law 480. 


QUESTION OF DISCRIMINATION AGAINST ISRAEL IN AID PROGRAM 


However, I want to make clear one thing: That we have no objec- 
tion in principle to a grant economic program for Israel, were one to 
be needed. We now understand that in some places a misunderstand- 
ing arose that since Israel was left out of this illustrative program, 
there was some diminution of our interest in the State of Israel po- 
litically or otherwise. 

There is no such diminution and this political and psychological] 
reaction is a new development which we had not expected when the 
program was formulated. We intend to make every effort to use the 
flexibility in the program to see if when we actually administer it, if 
we can’t reinstate some sort of a grant program for Israel to counter 
that situation. 

Senator Morse. I am sure, Mr. Secretary, you will take my word 
when I tell you I asked the question so you could make this state- 
ment, because I have received, and I suppose others have too, a con- 
siderable amount of criticism of the position that the State Depart- 
ment has taken in sending up this proposal. 

A charge has been made that it does show apparently a psycho- 
logical attitude of unfair discrimination against Israel, and I wanted 
to give you this opportunity to nip that one in the bud, too, so to speak. 

I think that I am through with this, Mr. Chairman. I think the 
record shows that as far as you are concerned, Mr. Secretary, if this 
committee in its wisdom should decide that in respect to Israel there 
ought to be any particular funds earmarked, that does not run counter 
toany policy of the State Department. 

It may run counter to their agreement as to whether the figure we 
fix is the one that ought to be fixed, if we fix any. 

Further, I understand your statement to mean that this matter is 
still under review and consideration in the State Department, and 
the State Department itself may some time in the future be forth- 
coming with some specific recommendation with respect to Israel. 

Mr. Ditton. Regarding these illustrative programs, when the pro- 
grams are actually put into effect in every year there are always cer- 
tain changes, as you know, from the illustrative programs as sub- 
mitted. They are either increased in some way or decreased in others. 
We will make every effort, when it comes to the time to actually put 
this program into operation, to remedy this psychological and politi- 
cal feeling that there was some intent, which is not the case, to ise a 
lack of interest in the State of Israel. And we will make an attempt 
to institute a grant program under the special assistance category. 

Senator Morse. Thank you very much. Thank you, Mr. Chairman. 
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The CuHarrmMan. Would the Senator from Louisiana like to ask 
some questions ¢ 


GRANT PROGRAM NOT NECESSARY FOR ISRAEL 


Senator Lona. As I understand it, you say that insofar as Israel js 
concerned that you just can’t offhand think of anything that you 
can’t do for Israel under the existing program, if I understand cor- 
rectly, including particularly with Public ‘Law 480 and various other 
powers available to you administratively ? 

Mr. Ditton. What I said was from an economic point of view. 
We can do for the State of Israel everything that we feel is required 
by economics under the Development Loan Fund and Public Law 480, 
and a grant program in addition is not strictly necessary. 

For the past few years, our programs under Public Law 480, to- 
gether with loans from Development Loan Fund and Export- Import 
Bank have been much larger than the grant programs, which repre- 
sent a very small component of the total aid which has gone to Israel 
every year. 


FEELING THAT UNITED STATES HAS LOST INTEREST IN ISRAELI PROBLEMS 


But apparently that has assumed a greatly enlarged psychological 
importance, both in certain quarters in this country and also abroad, 
There was some feeling, based apparently on the fact that this was 
omitted, that we had lessened or lost our interest in the problems 
affecting Israel. Because that is a new element in the situation, we 
will make an attempt fo reinstate a modest, as it always has been, 
grant program. 

Senator Lone. The point I have in mind, Mr. Secretary, is that I 
just don’t know of any country of a comparative size as far as just 
putting up the money, that this country has done a fraction as much 
for on a per capita basis as we have for Israel. 

It certainly dismays me to think that there might be that feeling, 
after all we ee done running into the hundreds of millions; I sup- 
pose it must run to more than a billion by now. Wouldn’t you imagine 
that that is the amount of American funds that have gone into Israel? 

Mr. Ditton. Counting the private funds that is very true. 

These are very large private funds. 

Senator Lone. The Arabs complain down there that there are spe- 
cial tax advantages. I don’t mean a tax gift, but those who wish 
to give money to Israel can do it through various agencies and take 
it as a deduction on their income tax, can’t they? So that in effect has 
meant that Uncle Sam in some cases is picking up 84 cents out of a 
dollar on some of those gift contributions from private sources; 
wouldn’t that be correct? 

Mr. Dron. I think that is correct; yes. 

Senator Lona. All I had in mind is it is distressing to me to find 
that some would contend that we are mistreating Israel when we have 
actually I suppose on a per capita basis managed to have done about 
8, 9, or 10 times as much as we have done for the others on the average. 

I know of no other country that we have done as much for. I 
certainly hope that we don’t find ourselves with even the Israelis dis- 
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liking us with all the efforts we have gone to of trying to be their 
friends. 

Mr. Ditton. I think the Israelis have had very little complaint 
and have understood our position in this thing. They have not been 
among the major complainers on this subject. 

Senator Lone. It certainly would be a poor reward for our billion 
dollars to find we were not even liked there by that small nation. 

Mr. Ditton. I don’t think that is the case. 


WHEN AGREEMENT WITH RECIPIENT COUNTRY NECESSARY 
FOR COUNTERPART USE 


Senator Lone. Now, I had some hope that we might be able to 
make some headway in helping develop some of these countries with 
these various loans to be paid back in installment currencies and coun- 
terpart. But do I understand that these counterpart funds can only be 
used in a countries, in ways that those countries agree that it can 
be used 

Mr. Ditton. That is the general understanding, as far as Public 
Law 480 local currency and counterpart goes. 

As far as the local currency which will accrue to our Development 
Loan Fund, there is no such restriction except when it comes to using 
the funds for purposes which would amount to taking exports out 
of the country which would be the equivalent of using them as hard 
currencies, as dollars repaid to us. 

That sort of use has to be by agreement with the country, but other- 
wise within the country we are free to use them for any appropriate 

urpose. 

F Rbriator Lona. Under the Public Law 480 part, if we can only use 
it for purposes for which that country agrees, then if that country 
declines to agree that the appropriated fund can be put to any use 
whatever that is almost equivalent to canceling out the funds or at 
least almost to freezing them indefinitely, wouldn’t that be the case? 

Mr. Dit10on. That has been the case in some cases. 

Senator Lone. Wouldn’t it be to our advantage if we could get 
agreement that insofar as generating counterpart funds with our 
American investment, we would have flexibility to use it more or less 
however we thought it desirable and in the public interest of those 
people in the United States ? 


PROCEDURE UNDER PUBLIC LAW 480 


Mr. Ditton. Oh, yes; I would like to make it clear we do have 
that in the repayments we get from the Development Loan Fund. 
But Public Law 480 is a different matter. That arises from the sale 
of agricultural surplus products which the United States is very happy 
and glad to sell. Irrespective of what happens to the counterpart, we 
haven’t been able to enforce additional restrictions on those sales. 

Senator Lone. Yes. But those commodities are of value, they are 
not just a pile of junk, and we could send them to someone. ere 
are hungry people all over the world who would have some use for 
them and would be glad to pay them back when they are able to. 

Usually a hungry man would be willing to pay you back when he 
found himself able to. 
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Mr. Ditton. They pay for these, under the program, the way the 
law presently provides; they pay for these things—*cash on the barre]. 
head’’-—-out of their own funds, 

We then have those funds, and it is a question of how we use those 
funds. They can become, if not properly governed, a means of in- 
creasing the competitive claims on the country’s real resources. They 
do not like us to utilize them for things that are not already agreed to, 

In order to speed this process up and obtain what I think you 
would like, we have this year adopted a new policy which is to nego- 
tiate the agreement regarding the use of the currencies at the same 
time that we are negotiating the agreement for the sale of the surplus 
products. At that time we have a certain leverage with respect to 
the total economic impact involved, so that we can get a better result. 

But in the past that had not always been possible. Negotiations 
for the use of the currencies were so complex that they actually held 
up the sales negotiations. The Department of Agriculture has the 
primary responsibility for getting these goods sold. In the past we 
were under great pressure, but now we think that will be lessened 
under the new system. 


USE OF COUNTERPART FOR DEBT RETIREMENT 


Senator Lone. I would like to look upon the counterpart money as 
being a huge asset which could be used over and over again for de- 
sirable purposes to help bring humanity forward and to help bring 
economic deyelopment to areas that, need it. 

Now, I am disappointed to find there are so many restrictions to 
which we, ourselves, agree, and which I fear in many instances we 
voted right here in Washington, without the foreign nations impos- 
ing restrictions on us at all. That is the effect of some of your testi- 
mony here today, is it not ? 

Mr. Ditton, That is true to some extent. 

Senator Lone. Here is a country, for example, that held a large 
amount of counterpart money and said, “Well, we couldn’t think of 
any finer thing to do than to take this and cancel out the national 
debt.” 

I believe that was done in Norway at one time, wasn’t it, Norway 
or Sweden or Denmark? Which country was it that decided to help 
the national debt with counterpart money ? 

Mr. Dutton. It was done in Norway, I am told. 

Senator Lone. We have to admire those people who have a great 
regard for public finance to think it would be just a fine thing to 
pay off the public debt with the American counterpart funds they 
were holding. 


PROPOSAL TO USE GREEK COUNTERPART FOR DEBT RETIREMENT 


Now, I understand Greece is making a similar suggestion; is that 
correct, with counterpart funds? 

Mr. Diton, The suggestion for change in the mutual security 
legislation,is being made by us, though the Greeks agree with us, 
because these funds. have been sterilized and sitting in an account 
for nearly 10 years, and we fee] that any other use in the particular 
state of the economy now would lead to serious inflation. We are 
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suggesting that such funds be used for debt retirement only in a 
ease Where there is no other possible noninflationary use for them. 

Senator Lone. How much is that, now? 

Mr. Ditton. In Greece it is over the drachma equivalent to $100 
million. 

Senator Lone. Here we have $100 million. Is that money frozen 
and sterilized because of any action on the part of this Government, 
or because the Greek Government refuses to let us use it ? 

Mr. Ditton. In full agreement between the two governments, be- 
cause we agree that any use of it would have inflationary consequences 
in Greece. 

This counterpart was generated beginning right after the time when 
Greece had been devastated by the Communist rebellion. Very sub- 
stantial dollar funds were poured in there in the form of commodities 
which were then sold, and the counterpart that was generated was 
so large that it could not be added to the existing demand being 
created by the reconstruction actions of the Greek Government with- 
out adding to the already serious inflationary pressure. That situa- 
tion does not exist in many places. 


HAS 'THE UNITED STATES MADE ANY PRIOR PROPOSALS TO USE GREEK 
COUNTERPART ? 


Senator Lone. Now, can I understand it, with $100 million of 
funds sitting there, that this country has made no proposal to the 
Government of Greece that that money be used to build housing for 
people who have inadequate housing, or roads where roads are needed, 
or sanitary facilities for someone who needs them? Do I under- 
stand we haven’t even made proposals like that for the use of our 
$100 million ? 

Mr. Ditton. The reason is that to use this in addition to what 
Greece is already doing, would increase demands for limited Greek 
resources, and increase the demands for imports above the level that 
Greece can support, even with present U.S. aid. These funds could 
not be effectively used in Greece; they would merely create inflation 
and raise the price of everything by an equivalent amount. 

Senator Lone. Then the answer to my question as to whether we 
have made any proposals to make any effective use of our $100 million 
would be, “No, we have made no such proposals on behalf of this 
Government.” 

Mr. Dition. I think the answer would be that we have studied all 
possible uses of it, and have determined that there is no current addi- 
tional use that could be made of that amount, because we are continu- 
ally judging the maximum use that current resources and current 
generations will allow, the maximum that would be useful either for 
the Greek point of view or for our own, and therefore we have al- 
lowed them to stay frozen and have not made additional proposals 
to spend them as additions to the activity already being supported in 
the Greek economy. 


CRITICISM OF USING GREEK COUNTERPART FOR DEBT RETIREMENT 


Senator Lona. Now, you propose to take the $100 million and just 
cancel itout? 
Mr. Dixon. Yes. 
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Senator Lona. In other words, that is the same as sitting here with 
a man with a lighted match and seeing him light your $100 million 
of cash in currency. 

Mr. Ditton. That is Greek-owned Greek currency. 

Senator Lone. But that is money we paid for in dollars. 

Mr. Ditton. The dollars were used to pay the foreign exchange 
costs of imports into Greece when they were originally provided, 
The Communist rebellion in Greece when added to wartime destruc- 
tion completely disr nee d the Greek economy. 

Senator Lone. Mr. Secretary, some of these large American trad- 
ing corporations, w hich have an office in New York and some other 
plac e, will attempt to figure what can they do with these currencies 
when. they have them on hand. How they can use them; how they can 
shift them around so as to get the best use out of the money. 

Do you think any private corporation would advocate just burning 
up its cash that it is holding in a foreign country? It would be 
better to paper a wall with it, would it not / 

Mr. Ditton. I think if they had the same objectives as the US, 
Government, which is to increase the economic stability of an ally 
such as Greece, that they would probably take the same course that 
we are taking. 

Senator Lona. It would just seem to me if you have a situation like 
that you ought to try to get some sort of an agreement where you 
could use that money to fulfill some of the commitments that you 
made, at least somewhere in the world, if not in Greece. Take some 
of it in—let them produce some grain, maybe, and go give it to these 
starving Arabs down there in the Gaza strip, or use some of it some- 
where, because just to go and destroy the money for which we have 

paid $100 million of ood commodities doesn’t seem to me to be 
saben any particular use of our currency. I mean, to me—— 


UNEMPLOYMENT SITUATION IN GREECE 


Mr. Ditton. Of course, this currency, as you recognize, is owned by 
the Greek Government. It is not owned by us, and this happens to be 
Greek-owned counterpart. It is not foreign exchange. 

The Greek balance of payments is 

Senator Lone. Does Greece have no unemployment whatsoever, no 
labor available at all to do any constructive work ? 

Mr. Ditxon. I will have to give you a full report on that. I can’t 
answer that offhand. 

(The following information was subsequently submitted for the 
record. ) 

No truly accurate statistics on employment and unemployment are available 
in Greece. It is generally estimated, however, that out of a total urban labor 
force of 1,600,000 approximately 200,000 are unemployed. 

Senator Lona. Because I would be interested to know if there is 
somebody out of work out there. It would occur to me, for example, 
that it would be nice rather than burning the money or throwing it 
away to build a big sign in Greece with Mr. Roosevelt on it saying 
how to reduce want and need and fear all throughout the world; that 
this is why we are doing it, that America is paying for this, and to 
build a highway or even an outhouse if you can’t build anything else 
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for your money rather than just go destroy it and get rid of your 
$100 million. 
NEED OF FOREIGN EXCHANGE IN GREECE 


Mr. Ditton. The great need of Greece is for foreign exchange to 
help them meet their imports and balance of payments requirements. 
At the moment they are in a deficit, so it would not be practical for 
them to send exports outside of Greece that would be unrequited, 
which they have to use all their exports to get foreign currencies to 
pay for the imports that they currently need. 


REPAYMENT OF COUNTERPART FUNDS 


Senator Lona. If that is how we are going to use our counterpart, 
it looks to me like the idea of calling it a loan is ridiculous to begin 
with, because it just means it is a loan which those people have to pay 
themselves back, not to pay back to us, but to pay back to themselves, 
and if they don’t feel like paying it back to themselves, then this 
country sits here quite willing to just let them scratch it off the books 
and forget about it. 

Mr. Ditton. This is not a loan, Senator. This counterpart was 
gnerated by grant aid made available in earlier years; the counter- 
part is Greek counterpart owned by the Greek Government. The 
history of this case is different from any of the other cases and we 
would be glad to give you a detailed report on this subject, if you so 
desire. 

Senator Lone. But didn’t this program say that this counterpart 
money was to be paid back for various purposes and that after it was 
repaid, then we would put it to use for some desirable purpose in 
that country ? 

Mr. Ditton. No, sir, not this. This is counterpart money that is 
owned by the Greek Government, and which the Greek Government 
can spend only by agreement with the United States. 

Senator Lona. Well, didn’t the agreement visualize that it would 
be spent in agreement with the United States? 

Mr. Ditton. Yes, but it did not visualize that it would ever be 

id back to the United States. It was to be spent within Greece for 

reek purposes. 

Senator Lone. I certainly hope that you won’t just destroy the 
money. I would at least like to see us get $100 million worth of good 
will out of it. 

You might get more benefit among the politicians, but my impres- 
sion is that among the people you have a kind of criticism that I 
heard during the Marshall plan days when people would come back 
from the European countries and say, “Senator, what is this idea about 
ill this thing?) You know I am a foreign national, the people aren’t 
getting any of this money. They don’t particularly approve of all 
of this business. They think it is some crooked arrangement with our 
politicians and yourself.” 

By just scratching out the money, without doing something with it 
it looks to me like a bit of criticism is justified. 


40110—59—pt. 1——-11 
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CLARIFICATION OF DECISION IN CASE OF GREECE 


The Cuarrman, Would the Senator yield ? 

I think there is a misunderstanding here. The Secretary ought to 
describe, I think, a little more clearly the reasoning and why he and 
the Department have found it inadvisable to use this. The Greek 
Government isn’t being arbitrary about it. If the Greek economy had 

responded to the assistance, as we can say, the German or the British 
had, and they were able to do these things, the Greeks would be quite 
willing to build houses. 

I think the Secretary ought to go to the trouble to inform the com- 
mittee about the basic factors which have led the Department to the 
decision that they have made with regard to this currency, because 
while this is a special case, there are many other cases that are some- 
what similar where you are restricted not because of any agreement, 
but because of the facts of economic life, that is, the facts which exist 
within the economy. 

I think you ought to make the record a little more clear on this. 

Mr. Dixon. The situation in Greece is simply this: 

The expenditure of these funds would have caused inflationary pres- 
sure in Greece ever since they were accumulated which began some 
10 years ago, and would cause inflationary pressure at any time in 
the re: dily foreseeable future, because these are local Greek curren- 
cies which can only be spent in Greec ‘e for resources already present 
in Greece. 

While Greece has its own resources, and is still receiving aid, it is 
already using all the local currencies it can for expenditures within 
(Freece agi Linst those resources. 

If we ask them to spend these funds in addition, the only result that 
there would be, caenlioas to the best economic judgment, both our own 
and Greek, is renewed inflationary pressure. 

If we wanted to insist on inflation and on the Greeks having infla- 
tion, we would insist that these funds be spent. 

The Cuatrman. They already had terrible inflation. The drachma 
went down to 15,000 to a dollar, did it not ? 

Mr. Dinton. It went to 30,000 at one time. This would make it 
worse, and of course, no legislation is particularly required here if it 
is preferred that we just keep the money as it is now, sterilized and in 
an account where it 1s not being used. But then it gives the impres- 
sion that there is that much useful money lying around which we are 
not using. In this particular case these funds are not now useful 
and would not be safely useful in the foreseeable future. 

As I say, we can, in view of the interest in this matter, it might 
be useful for us to prepare a full statement of the history of these 
funds, the reasons for which it was not considered practical to make 
those expenditures, and why this particular recommendation was 
made. 

(The following information was subsequently supplied for the 
record :) 

DEPARTMENT OF STATE, 
Washington, May 14, 1959. 
Hon. J. W. FULBRIGHT, 


Chairman, Committee on Foreign Relations, 
U.S. Senate. 


Deak Mr. CHarRMAN: During the hearings before the Foreign Relations 
Committee, on May 4, Senator Long requested additional information explaining 
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the situation in Greece which has led the executive branch to propose that section 
516 of the Mutual Security Act be amended to permit the use of counterpart for 
debt retirement when any other use would adversely affect economic and financial 
stabilization. The purpose of this letter is to supply the additional background 
information requested. 

When the United States provides commodities to a foreign country as grant 
aid, that country is required to deposit into a special account an amount of its 
own currency equivalent in value to the commodities furnished. As the com- 
mittee is aware, these local currency deposits are called counterpart funds, 

Counterpart funds, with the exception of a small amount set aside for U.S. uses, 
are the property of the foreign government concerned. Nevertheless, by agree- 
ment between the United States and the other government, they may be used 
only to further the purposes of the mutual security program, and their use for 
specific expenditures must be agreed upon by both governments. 

A counterpart account was established in Greece at the beginning of the 
Marshall plan and has continued to exist until the present time. The use of 
the counterpart account has been the subject of continuous discussion between 
the two governments as contemplated by the legislation. 

To put the matter into perspective, it is useful to recall the policy covering 
the use of counterpart funds in the days of the Marshall plan when aid to 
Greece was very substantial. The question of counterpart uses was considered 
at some length by the Congress, and in particular by the Senate Foreign Relations 
Committee, during that period. In its report No. 935 (80th Cong., 2d sess.) the 
committee recorded its view that appropriate uses of these funds would include: 

“(a) Immobilization of the local currency, in whole or in part, to assist in 
measures of financial reform and currency stabilization; 

“(b) Use for retiring the national debt so as to promote the most rapid 
achievement of financial stability; * * *” 

The Greek Government was at that time confronted with the extremely diffi- 
alt problem of reconstructing and restoring a country and an eeonomy ravaged 
by invasion and civil strife. It was compelled to make very heavy expenditures 
of Greek currency, which in turn led to serious inflation. The effort of the 
United States throughout this period was directed toward support of Greek 
efforts to restore sound economic and financial conditions. In this connection, 
the ability of the U.S. Government representatives to control the expenditure 
of counterpart funds, thereby immobilizing or sterilizing large amounts, was 
one of the most useful devices to preclude more serious inflationary pressure. 
Thus, sterilization of a considerable portion of the counterpart funds was an 
important factor in restoring economic stability. 

It had been originally contemplated that these sterilized counterpart funds 
night ultimately be used to retire some of the very substantial debt incurred by 
the Greek Government to its Central Bank. Action to this effect was deliberately 
postponed pending further improvement in the Greek fiseal situation. 

However, in 1958 Congress enacted legislation which prohibited the use of 
counterpart funds for debt retirement. This prohibition (now sec. 516 of the 
Mutual Security Act) of course did not mean, nor was it intended to mean, that 
counterpart funds should be spent for uses which would be contrary to the 
objectives for which aid had been provided. In other words, there remained a 
responsibility to see to it that counterpart funds would be used to promote 
economic and fiscal stability. 

In recognition of the fact that release into the Greek economy of a large 
amount of counterpart funds would be unwise, the executive branch proposed 
and Congress enacted a proviso to section 516 which enabled us to reach an agree- 
ment in 1957 with the Government of Greece to cancel about $115 million of 
Greek Government debts to the Bank of Greece. This authority was limited, 
however, to very special circumstances, and is not applicable to the remaining 
counterpart funds now under discussion. We are now talking about 3.6 billion 
drachma, equivalent to $120 million, which still remain on the books unreleased. 
This represents about 18 percent of the total of more than 20 billion drachma 
generated during the history of the program. 

To inject this additional amount of local currency into the money supply of 
the Greek economy would, in the opinion of both Governments, have serious 
inflationary consequences. It would simply increase the amount of money avail- 
able without increasing in any way the amount of goods or services available 
for purchase. ‘The obvious effect would, of course, be to increase prices and costs 
for all concerned. Rather than benefiting the individual Greek citizen it would 
have directly opposite results since inflation hits first and hardest at the low- 
income groups. 
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The Greek Government itself has been faced with considerable internal preg. 
sure to spend these funds but in view of the obvious inflationary consequences, 
the Government has courageously withstood these pressures and made plain its 
intent to maintain this account as a sterilized one. 

This is the situation in which we are asking for the amendment. If the 
amendment is not adopted we anticipate that, since both governments are 
agreed that expenditure of the counterpart funds would be inflationary, the 
counterpart funds would continue to be sterilized. Such sterilization coulq 
continue for several years to come. However, if the amendment is adopted, we 
expect that the major portion of the funds will be used to cancel an equivalent 
amount of the debt which is carried on the books of the Greek Central Bank. 
This is not debt which is owed to individuals, nor does it constitute a burden 
on the Greek Government which must be retired at some future date from cur. 
rent revenue. The proposed use is, of course, neither inflationary nor deflation. 
ary since it merely amounts to a cancellation of a nominal Government asset and 
an equivalent nominal Government liability. 

It may be added that our economic programs in Greece have been directed 
toward promoting economic development within the framework of a sound 
economic and financial policy. These efforts have been eminently successful, as 
may be seen by reference to the presentation materials submitted to the Con- 
gress. For example, between 1952 and 1958, real gross national product increased 
by nearly 50 percent, consumption rose by 40 percent, and private investment 
increased by 50 percent. These results, we believe, fully justify our adherence 
to sound economic and fiscal policy as the basis for economic development which 
has been truly beneficial to all the citizens of Greece. 

As you know, the new Director of the International Cooperation Administra- 
tion is Mr. James W. Riddleberger who, as a result of his assignment as Ameri- 
can Ambassador in Greece, is thoroughly familiar with this situation. As soon 
as he assumes his new duties, I will ask him as a matter of first priority to 
review carefully this matter. In any event, no action will be taken prior to the 
completion of this future review. 

Sincerely yours, 
DovueLas Ditton, Acting Secretary. 


(Additional information furnished is contained in the following 


memorandum :) 
MEMORANDUM 


This memorandum is in response to a request for examples of cases where, 
in the past, counterpart funds have been used for debt retirement or other 
financial transactions similar to that which will be undertaken in Greece, if 
section 516 of the Mutual Security Act is amended as requested. 

The clearest examples of the use of counterpart funds for debt retirement 
occurred in the countries of Western Europe during the Marshall plan period 
from 1948 to 1952. As Mr. Dillon pointed out in his letter of May 14, 1958, it 
was a basic policy of the Marshall plan program, understood and approved by 
the Congress, that counterpart funds derived from Marshall plan aid would be 
released only if the use proposed for such funds would not have a dangerously 
inflationary effect, and that counterpart funds might be used to offset Govern- 
ment deficit financing or other internal inflationary pressures. In some circum- 
stances it was recognized that the most effective way of accomplishing this latter 
objective would be through debt retirement. 

The importance attached to the avoidance of inflation and recognition of the 
danger that injudicious releases of counterpart might compound an inflationary 
situation were reflected in the requirement on ICA to consult the National 
Advisory Council on International Monetary and Financial Problems before 
agreeing to any releases of counterpart. Every program for the release of coun- 
terpart had to be considered with this body, which is chaired by the Secretary 
of the Treasury, and which, under the law, still exercises these advisory func- 
tions. 

Throughout the Marshall plan period, when the reconstruction of Western 
Europe was the primary objective of our economic assistance program, and 
when the establishment or maintenance of monetary and economic stability was 
recognized to be essential to reconstruction, the effect of National Advisory 
Council review was frequently to suspend, limit, or withhold the release of coun- 
terpart in situations where its release would have increased the demand for the 











its 


the 
ire 
che 
ld 
we 
nt 


en 


yn- 
nd 


nd 
as 
yn- 


nt 
ice 
ch 


ri- 
on 
to 
he 


re, 


MUTUAL SECURITY ACT OF 1959 157 


available resources of goods and services and thus have been dangerously infla- 
tionary. 

As the reconstruction of Europe was completed, the emphasis in economic 
assistance programs shifted to other parts of the world, where the financial and 
administrative organization of government and private enterprise was in many 
instances less well developed and less experienced than in Europe. There were 
more instances where countries were confronted with problems of a development 
or defense nature for the first time in their independent history. The common 
assumption grew that, wherever possible, all counterpart funds would be allo- 
cated as rapidly as generated to finance development projects and to provide 
support to budgets, both civil and military. This pattern was accentuated as 
we began to deal with a number of countries in which the primary need of aid 
is to finance local currency expenditures rather than to provide foreign exchange 
to maintain essential imports. Since the passage of legislation in August 1953 
prohibiting the use of counterpart funds for debt retirement, the effort to 
establish financial stabilization by withholding the use of the counterpart of 
aid, or sterilization, as a direct offset to inflationary pressure has become 
less and less common. 

We have provided this brief review of the background of the problem of debt 
retirement in order to explain the importance accorded to financial objectives in 
the Marshall plan period and to account for the fact that the examples which 
are discussed in the enclosed statement are all from Western Europe and from 
the period before fiscal year 1953. 

The use of counterpart funds to retire a Greek Government debt to the 
National Bank of Greece is the only transaction now under consideration for 
which the new legislative authority we have requested is necessary. Because 
of the form the economic aid program has taken in the past several years, few 
such cases are likely in the future. Nevertheless, circumstances do arise from 
time to time in which U.S. objectives are best served by withholding the expendi- 
ture of counterpart funds, and thus (to put the matter in purely monetary 
terms) using grant aid to offset inflationary pressures which already exist, as 
distinct from those which might derive from the expenditure of counterpart. 
In such cases, as in the Greek case now under consideration, the wisest use of 
counterpart funds may be to retire a Government debt. This is another instru- 
ment, in addition to those with which existing legislation arms the administra- 
tion, for achieving the basic purposes for which foreign aid is given. 


INTERNATIONAL COOPERATION ADMINISTRATION—THE USE or LocAL CURRENCY 
COUNTERPART FOR DEBT RETIREMENT 1948 TO 1952 


The economic cooperation agreements, with countries participating in the 
Marshall plan, originally signed in 1948, and as amended later, generally in- 
cluded expressions of intent by the participating governments to exert their best 
efforts for certain economic and financial objectives, among them to create or 
maintain a stabilized currency, internal financial stability, and confidence in 
their monetary systems. The listing of purposes for which the special counter- 
part account might be drawn upon specifically included the effective retirement 
of the national debt, especially debt held by the central bank or other banking 
institutions. 

The agreements in Europe required the deposit in a special counterpart ac- 
count of local currency commensurate in value with all the grant aid received. 
No distinction was drawn as to whether there were actually sales proceeds 
i. directly by the aid, as was provided under the Mutual Security Act 
of 1954. 

In the course of the first 4 years of operation of the aid program after the 
passage of the Economic Cooperation Act of 1948, approvals to release local 
currency counterpart for debt retirement amounted to the equivalent of $2,510.8 
nillion plus an additional $72.5 million of Austrian local currencies arising un- 
der prior legislation for which the Economic Cooperation Administration had 
assumed responsibility. A summary of the cumulative total of these actions 
by country appears below. All the basic considerations of issues and approval 
of the action proposed took place before the end of fiscal year 1952 and for 
the most part before the end of fiscal year 1951. The table, however, is ar- 
— to show the time when the withdrawal from the special accounts took 
place. 
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International Cooperation Administration—Counterpart funds withdrawn for 
debt retirement by fiscal year 


[Millions of dollar equivalents] 




















| 
Cumula- Fiscal year 
Country tive June a ean iene 
30, 1956 | | 
1949 | 1950 1951 1952 | 1953 
Total b. $2, 583. 3 798.8 | $315.2 | $1,075.3 | $260.4] $1356 
2 es | = | TS ———- 
Austria, total adi oles 85. 0 85.0 |...--- [eae 
Public Law 472____- ‘ ‘ 12.5 12.5 a 
Public Laws 84 and 389_ all 72. 5 72.5 |----------]----------]------.4.. 
Denmark__. ene? Sue. Tees tee | gg. 3 | 141.8 
France..........- Sooke 171.4 97.4) 74.0 wi 
Netherlands. ...............--- ses teh sie 197.4 dan d wtb, oe 907.4 banznccee 
Norway......-- i aa 292. 7 42.3 31.2 | Se @ ie 191.8 
nn eewcn + er 574. 1 210.0 859. 6 Ce. 6 Pisces 
| 








! Withdrawn in July 1952, but approved for withdrawal in fiscal year 1952. 
Nore: Dollar equivalents have been figured at the exchange rates in effect when the withdrawals were 
made. ICA data covers actions of predecessor agencies. 


Source: Office of Statistics and Reports, International Cooperation Administration, May 18, 1959. 


United Kingdom 


Two-thirds of the debt retirement releases of local currency counterpart for 
debt retirement were approved for the United Kingdom where such withdrawals 
totaled 529 million pounds sterling. The physical destruction wrought in the 
United Kingdom by the Second World War was accompanied by the deteriora- 
tion of its international financial position which had shifted from net assets to 
major liabilities, making the United Kingdom a large-scale debtor. During this 
period the United Kingdom was making a strong effort to rebuild the wartime 
destruction of the country and to increase productivity and output. There was 
the strongest interest in building up export earnings to offset the deterioration 
of the international financial position and to reduce the need for aid. The do- 
mestic economy was beset by inflationary pressures generated during the war 
and in the early postwar period. 

As an aspect of the reconstruction efforts, positive measures were taken to try 
to prevent the generation of further inflationary pressures and strenuous efforts 
were made to plan for and to achieve a surplus in the Central Government 
budget. The advance assessments of what could be undertaken and what the 
budget could afford were drafted in terms of the resources expected to be avail- 
able as a result of domestic production and from the assistance provided. Ef- 
forts were made to limit domestic consumption and to hold domestic capital 
expenditure to the level that could be supported by the physical resources avail- 
able, bearing in mind the competing urgent necessity to increase exports. In 
the effort to reinforce the confinement of private and public undertakings to the 
level which the resources effectively available would allow, the United Kingdom 
had begun to follow a practice of using the local currency receipts developed as 
a result of foreign aid to retire public debt even prior to the commencement of 
the European recovery program and the assistance rendered under the Economic 
Cooperation Act. In consideration of maintaining as close a balance of available 
resources with desirable uses as possible, the initial decision, first taken in the 
summer of 1948, to continue this practice of debt retirement and to apply with- 
drawals from the special local currency counterpart account to the repayment 
of United Kingdom treasury debt held by the Bank of England was reffirmed 
in each of the following 3 years but always after a fresh review of the prevailing 
situation. 


Norway 


During the wartime occupation of Norway by German forces the Govern- 
ment. of Norway was obliged to provide funds to Germany to pay the cost of the 
oecupation of their country. The reflection of this action took the form of a debt 
by the Government of Norway to the Central Bank of Norway. At the begin- 
ning of the Buropean recovery program the Government of Norway was faced 
by latent inflationary pressures which it was making strong efforts to control 
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through budgetary and administrative measures and through blocking accounts 
in order to prevent their use from increasing the level of demand within the 
country. A policy of gradually wiping out the overhang of the old occupation 
accounts Was begun and followed, with periodic reconsideration and reaffirmation 
of the suitability of this action, for most of the period 1948-52. The Government 
of Norway was also using its own blocked funds and certain tax resources for this 
purpose. 

In 1950, for example, the review of the financial and economic situation noted 
that the Government of Norway was contemplating a cut in the investment pro- 
gram to limit its inflationary impact and an anticipated budget deficit. There 
was also great concern to prevent a deterioration in the balance of payments and 
to facilitate Norwegian participation in the OFEC trade liberalization program, 
which an increase in inflationary pressure would hinder. The greater part of the 
counterpart funds were thus used for retirement of the occupation account as a 
deliberate factor in controlling the expansion of the money supply and the pres- 
sure of inflationary demands upon the limited existing resources. The first action 
to include also some direct support for investment and defense in the counterpart 
program was taken only late in 1951 when the degree of stabilization maintained 
and the existing priorities appeared on balance to justify the action. 


Denmark 

The first significant program for the use of counterpart was presented by the 
Government of Denmark in 1950. Prior to that time the funds had been 
sterilized in the special counterpart account. During the period of the wartime 
occupation, the payment of German occupation costs was reflected by an in- 
creasing debt of the Government of Denmark to the Danish National Bank. 
After 1948 there was considerable concern in Denmark lest the release of the 
counterpart funds for investment would generate increased inflationary dangers 
which Denmark could not withstand. The Government had been taking strenu- 
ous Measures to control inflation from 1946 on through such measures as 
creation of an effective net surplus in the budgets of the Central Government 
and locai administrative units, through capital levy, through internal stabiliza- 
tion loans, and through sterilization of the counterpart of foreign assistance. 

In the Danish consideration of policy the proponents of debt retirement had 
to balance the desires for investment against the concern for stability. The 
counterpart use proposal of 1950 involved a permanent sterilization of part of 
the accumulated counterpart account through its use to reduce the occupation 
account debt of the Government of Denmark to the Danish National Bank. 
It also proposed the use of a smaller amount of counterpart funds to support 
investment. 

Similar considerations involving the calculation of the level of activity which 
could be supported by the physical resources available and the concern to pre 
yent inflation were involved in a further proposal of the same kind made in the 
latter part of 1951. This called for assignment of half the projected release 
to debt retirement of the same kind as in 1950 and the balance for investment 
and defense uses. It was considered that to release any more funds for cur- 
rent use at that time would place too great a strain on the internal financial 
situation in Denmark. In consequence the Economie Cooperation Administra- 
tion approved the release and the debt reduetion was again undertaken. 


Netherlands 


The use of counterpart by the Netherlands was keyed to the physical avail- 
ability of resources and the continuing concern to limit the impact of inflation- 
ary developments and to maintain an effective internal stabilization. As a 
result, beginning in 1948, a considerable volume of the local currency counterpart 
generated by the aid program had in effect been temporarily sterilized. In 
1952, as a part of its proposal for the use of counterpart made at that time, the 
Government of the Netherlands proposed to retire some of its debt to the Nether- 
lands Bank, which would in effect make permanent the temporary sterilization 
of that portion of the counterpart account. The debt which it was proposed to 
eliminate had arisen when the Government of the Netherlands took over from 
the Netherlands Bank, in exchange for Treasury bills given to the bank, accounts 
accumulated by the bank during the Nazi occupation of the Netherlands during 
the Second World War and which had subsequently become worthless. During 
1951 there had been a rapid improvement in the Netherlands, offsetting the 
inflationary situation which had built up following the outbreak of war in Korea. 
However, with the contemplated increase in defense activity and counterpart 





160 MUTUAL SECURITY ACT OF 1959 


expenditures still to be completed under programs previously approved and 
contemplated under the release proposed, it was considered that to press a larger 
expansion of current activity than that already projected would be unwise and 
might endanger the stabilization achieved. 


Austria 


Determinations on the use of local currency counterpart in Austria in the 
fall of 1948 involved the most serious consideration of issues involved in assur. 
ing an appropriate balance of the pressure demand against existing resources 
of goods and services. The fear of inflationary consequences of overextension 
was paramount and the effectiveness of releases for investment and for indus- 
trial development were dependent upon a satisfactory fiscal and monetray pro- 
gram as a whole. Under these conditions, the Austrian Government planned 
to use a significant amount of counterpart funds under ECA control and also 
of local currency from other sources for reduction of the Government debt to 
the Austrian Nation Bank. 

In essence the technical action which reduced the debt of the Government 
of Austria as reflected in the books of the Austrian National Bank made perma- 
nent the temporary sterilization of counterpart account which it has been neces- 
sary to effect in order to avoid the inflationary consequences of a further 
increase in the level of demand within the country. The Government of Austria 
was heavily dependent upon assistance to carry out its official commitments, 
The most careful review, step by step, of economic and financial developments 

yas a regular part of the operations of the U.S. economic cooperation mission 
in Austria. The Austrian Federal budget was already in deficit and anticipated 
increases in revenue were expected to meet only part of the increased need, 
It was clear that however desirable the investment programs, they would only 
be frustrated by the mere release of additional funds to compete with existing 
demands for the available goods and services. Under these conditions it was 
agreed that the use of local currency counterpart for debt retirement would 
help to support the program to control and limit inflation and prevent the under- 
mining of the confidence of the country in its financial leadership and in the 
stability of the currency. 


France 


France faced most serious economic difficulties in 1948. In September of 
1958, following a succession of governmental crises, the Prime Minister submitted 
to Parliament a program of economic and fiscal measures looking to increase 
Government revenue, to check inflationary credit, to effect economies in expendi- 
ture, to undertake investments aimed at improving the balance of payments, and 
seeking to expand exports. The basic question at issue underlying this concern 
was the commitment to the total level of activity involved in the actions of 
the Government and private enterprise compared with the availability of re 
sources from domestic production and from the imports financed through 
assistance. 

Under the circumstances which prevailed at the time, the contemplation of the 
counterpart program had to take into account more than merely the direct uses 
which could be supported. In consequences the decisions as to the degree to 
which investment could be supported had to be balanced by the restraint which 
would be effected by allowing part of the release to be used for debt retirement 
to counteract the inflationary pressures which would otherwise result from the 
Government’s reliance on central bank financing. As a consequence, in both 
fiscal year 1949 and fiscal year 1950, approvals for release of counterpart for 
debt retirement were given and approval of releases for investment expenditure 
were limited to a degree consistent with the objectives of maintaining or restor- 
ing a degree of financial stability in France. 

During this time the economic situation was moving quite rapidly and ii was 
necessary to follow the situation in close detail over the intermediate term as 
well as for longer periods of foresight in the attempt to maintain a balance of 
inflationary and deflationary forces. The retirement of the public debt, as an 
offset to inflationary financing already in prospect, would neutralize the infla- 
tionary advances to the French Government and would result in the permanent 
sterilization of the counterpart. Debt retirement was, therefore, the closest 
reflection of the real situation and the inability to impose any additional require 
ments for expansion which would be beyond the resources available. 
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UNITED STATES AT LEAST ENTITLED TO REWARD OF GOOD WILL 


Senator Lona. It would seem to me, Mr. Secretary, that the tax- 
ayers of this country are entitled to some good will, if nothing else, 

for that $100 million, and the way to get it would be to build roads 
where they are needed or to put in some sanitary facilities. Some of 
the places in this country do not have sanitary facilities. Put in some 
sewage, and in the course of it let the people of Greece know that is 
something they got for some of the money the United States gave over 
there. 

Indirectly, we are paying for a lot of these dams, power dams and 
highways and various improvements, and I don’t see why we shouldn’t 
get the credit for them. We paid for it, and rather than just canceling 
it out and letting them forget about it, it seems to me we ought to do 
afew things. If you didn’t do anything except build a small replica 
in the harbor of Athens of the Statue of Liberty, then we would get 
something instead of just scratching off the $100 million and scratching 
it off the books. 

That is all I care to say about that, but I will read with interest your 
statement about that. I would certainly hope we could get some better 
use for $100 million than that. 

Now, do you think there is some possibility of working out some 
arrangement whereby we can make more general use of these counter- 
part currencies, and if so, I would hope you would put some of your 
people to work on it and see if you could come up with some ideas of 
how we might be able to make some of this currency more generally 
useful. I hate to see our not being able to use it, or see it work out 
to where we had to wind up with additional examples of just canceling 
out a certain fraction of a nation’s public debt when they had all that 
money sitting there. 

Mr. Ditton. We will make a full report in cooperation with the 
committee staff, as was requested by the Chairman. 

Senator Lone. I would hope some of you people would come up 
with some ideas and suggestions as to some of the things we might 
be able to do about it. 


FOREIGN DOLLAR HOLDINGS AND U.S. GOLD RESERVES 


Mr. Secretary, I understand that foreign credits against our gold 
holdings in this country approach probably in excess of $17 billion 
now; would that be correct? 

Mr. Ditxo0Nn. I don’t think it is that much. 

Senator Lona. Foreign dollar gold holdings and credits. Do you 
have that information, or is it available to you? 

Mr. Duon. I don’t have it readily available, but my impression 
was it was somewhat less than that. We have it here, I think. 

Senator Lona. I think it is important to get that figure. 

Mr. Ditton. We will have to give you that. We don’t have the 
figure here. 

Senator Lona. My impression is that at the time we started out 
with the Marshall plan we had a dollar gap in the world, and most 
countries wanted to import more than they could export to us, and 
that was much of the logic behind putting so much of this business on 
a grant basis rather than on a loan basis. 
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Since that time it has been my impression that every year since 
1948, looking at the world as a whole, there has been no dollar gap. 
Foreign nations have been accumulating American dollar credit at 
the rate of about a billion a year, and we now have less than $6 billion 
that is free of foreign claims. 

I would be curious to know if that is somewhere near the facts 
or if you could give me what the exact facts are. 

Mr. Ditton. Less than $6 billion is free of foreign claims / 

Senator Lona. If you take foreign claims for about 17 or 18, maybe 
more by now, as against I suppose what we must have, 22 or 23 bil- 
lion that we hold-—— 

Mr. Ditton. I think the gold holdings are down to about $20 billion. 

Senator Lone. My impression was that the net was somewhere less 
than 6 that we thought was a minimum for our currency. Someone 
told me awhile back it was as low as 3. But I haven’t got the figure 
and perhaps you have it. 

Mr. Ditton. We will provide you with a figure. 

(The information referred to is as follows :) 


Data on U.S. gold reserves 


{Millions of dollars] 
Mar. 31, 1959: 


a i ineiscceneieaniiateamabialaate ciineinbicmmaneinpeiiatamsdi -.--. $20, 486 

Required minimum domestic gold reserve °____--.--_------------- 11, 739 
Feb. 28, 1959: 

ie, went ate * 2. 3b eh dhs is heb bs chon bies gatao.nc See 


Liquid dollar holdings of foreign countries and international in- 
stitutions : 
meporeren GOue? NOIUWIGS. 22k. nh int je _. 16,606 
U.S. Government bonds and notes (December) 


a aa tact sl bts 


1 Includes gold in Exchange Stabilization Fund. 

2 Twenty-five percent of Federal Reserve notes and deposits, plus $156 million held by 
Treasury as reserve against U.S. notes and Treasury notes of 1890, and $20 million held as 
reserve against gold certificates (preliminary figure). 


Source: Federal Reserve Bulletins. 


Senator Lone. Well, now, what problems does that create for us 
when we get down to the point where we don’t have the gold available 
for the legal requirements to protect our currency in this country, 
and to pay off on these foreign claims? 

Mr. Driri0on. Well, there is no particular reason why we should 
feel we always had to have more gold available, substantially more 
available. The British pound sterling has served as a very sound 
currency, and it is the basis of more than half of the world’s trade 
for many years, and in the past few years their obligations against 
sterling have exceeded the amount of gold reserves of the whole ster- 
ling area by a very substantial amount, and sterling is still sound, 
it still continues in the same way a bank does, that is, it does not 
necessarily have cash on hand to pay off all the deposits all at one 
time. There is no particular reason to expect that countries which 
have dollars on deposit here will suddenly want to turn all those 
dollars into gold. The only reason that would happen if they lose 
total confidence in the dollar, and in which they thought the dollar 
was going to be devalued, and I don’t think that is probable. 
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Senator Lona. If there is not enough gold to go around, is there 
some danger that people might start thinking in terms of asking for 
their gold ? 

Mr. Ditton. I don’t know exactly- 

Senator Lona. It is sort of like a run on the bank when people get 
the idea that the bank can’t pay off. 

Mr. Ditton. Well, of course, that has been stopped as far as our 
own currency is concerned for a long time, because we used to have 
the right, as citizens, to get gold for our own dollar currency, and now, 
of course, we can’t do that. We have a relatively small amount of 
legal requirement of gold as against the total currency outstanding, 
hut we don’t consider our total currency unsound because of that. 


U.S. GOLD RESERVE VERSUS OUTSTANDING CURRENCY 


The CuarrmMan. Will the Senator yield? 

What is the relation presently between the gold reserve and the out- 
standing currency in this country ¢ 

Mr. Ditton. The exact figures we will have to get you, but the 
outstanding—I will provide it for this committee—but oustanding 
currency is larger than the statutory gold reserve. I don’t know 
whether it is larger than the total amount of gold we have. 

(The information referred to is as follows:) 


Data on US. gold stock related to currency in circulation 


[Millions of dollars] 
Feb. 28, 1959: 
mre won etoek Tooele slic boats S231 Ar Je ee $20, 520 
cnarrones is}\ cironlations . 1063-4 dns ses~ snail tassisiiseiand 31, 139 
1 Includes gold in Exchange Stabilization Fund. 
Source: Federal Reserve Bulletin. 


Senator Lone, You say the outstanding figure is larger than the 
statutory gold reserve? 

Mr. Ditton, Statutory, yes. 

Senator Lone. My recollection is, offhand, you are supposed to 
have a certain percentage of gold as against the currency that was 
issued. 

Mr. Ditton. Something of that nature. 

Senator Lona. I think it is a 5-to-1 ratio. I forget the exact ratio, 
but you are supposed to have a certain percentage and the figure we 
needed was about $6 billion gold to meet the statutory requirements. 
Limagine that is what you are referring to. 

Mr. Ditton. I think I will have to get you those figures. I think 
we are getting over ahead of what I am prepared to testify on as to 
exact figures. My guess is that the statutory requirements of the 
United States for gold reserves run around $12 billion. 

Senator Cartson. Will the Senator yield? 

Senator Lona. Just one more and I will be glad to yield. 

Go ahead, Senator Carlson. 

Senator CARLSON. Just on this matter, I have before me the hear- 
ings of the Committee on Foreign Relations on this bill to amend the 
Bretton Woods Agreement, and on page 43 it gives the U.S. monetary 
= reserve requirement as of December 1958 as $12 billion. 

appen to have the table here. 
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Senator Lone. Does that give the gold holdings plus the foreign 
dollar holdings ? 
Senator Cartson. It is a complete table. 


PROBLEM OF U.S. PAYMENT IN GOLD OF INTERNATIONAL OBLIGATIONS 


Senator Lone. At that particular time, our gold dollar stock, Mr. 
Secretary, was $20,582 million. Total foreign dollar holdings around 
$15 billion, and then if you add the international to it, it would mean 
total foreign liquid holdings, $17,632 million. So it is only about $3 
billion that is not subject to foreign holdings now. 

What I had in mind was that if we get down to the point where 
foreign holdings exceed our gold stocks, would you recommend that 
we should declare that this Nation would no longer pay off on its cur- 
rency in gold internationally ? 

Mr. Ditton. No, I don’t think I would do that. Obviously, it is 
conceivable that a series of circumstances would arise where any goy- 
ernment would be in a position where they couldn’t pay off in gold 
on all their obligations. That happened to the United Kingdom, and 
it happened to this country in 1933 and 1934. But 1 don’t think that 
you can set any particular—— 

Senator Lone. You say is happened in this country—you mean with 
regard to foreign holdings ? 

Mr. Ditton. When we went off the gold standard at that time for 
a period we blocked any changes. 

I don’t think you can set any particular line and say there is the 
moment when this is going to happen. Certainly it would be only 
at a time when gold movements had assumed the characteristic of a 
flight from the dollar, which certainly has not been the case so far, 
and I think that all the experts in the Treasury Department, and the 
the Federal Reserve, will confirm that they do not see any indications 
of that sort of a flight at the present time. 

Senator Lone. I was somewhat hoping that if we ever got into a 
position where we couldn’t pay off, that we might be able to per- 
suade some of these countries to accept some of the counterpart of 
American money they were holding in payment for the gold that is 
buried at Fort Knox, but if we are going to cancel out great portions 
of our counterpart, and I understand this is foreign-held counterpart 
which is on a somewhat different basis, if we are going to do ver 
much canceling out of our counterpart holdings, I am afraid we can’t 
ever use it for this purpose. 


POSSIBILITY OF FORMING INTERNATIONAL BRIGADES 


Mr. Secretary, I am very much interested in the possibility of build- 
ing stronger agreements and better understandings between this Na- 
tion and others. I hope sometime that in your Department, particu- 
larly in your capacity, you have someone look into the things we 
had in the International Brigade back in World War II. One of them 
was an allied service force, composed of Americans, Canadians, and 
Norwegians, with a generous amount of Norwegians in it, but mostly 
Americans and Canadians. 
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It seems to me as if that group did a fantastically good job under 
combat conditions, and they created a great amount of international 
goodwill. 

I have also had some hope some day we might be able to make 
stronger our alliance with some of our NATO allies by having some of 
these international groups that would be under the group of the NATO 
Commander. ‘That is one possibility of some effective use of some of 
this foreign aid money. 

Those are all the questions I have at this time. 

Mr. Ditton. Thank you. 

The Cuatrman. Are you through, Senator? 

Senator Church, do you have any questions? 

May I say for the Senator’s benefit, this is an open session. We 
hope to go into executive session if the Secretary is still breathing 
at the end of this session. [ Laughter. | 

But I will now ask, Senator Church, if you would care to ask some 
questions. 

Senator Cuurcu. Mr. Chairman, inasmuch as I came in too late 
to have the benefit of the Secretary’s statement, and since we are about 
to go into executive session, I will forbear. 

The Cuainman. I don’t wish to deter the Senator. I hope he did 
not interpret anything I said to deter him. 

Senator Cuurcu. It is the last thing that occurred to me, Mr. 
Chairman. 


LACK OF SPEED IN IMPLEMENTATION OF PROGRAMS 


The Cuatrman. Let me see if I have any questions for the open 
session. 

Mr. Secretary, the committee is receiving a good many complaints 
about delays and red tape in negotiations of university contracts, that 
is, under the ICA. They have also had numerous complaints about 
the time-consuming delays in getting specific programs underway. 
Delays of this kind are often contrasted with the speed with which 
the Soviet Union seems to be able to act. 

Do you have any justification for these complaints? 

Mr. Dixon. I think that there is some justification regarding the 
speed or the lack of speed with which some of our programs have been 
gotten underway, and that is a subject which is under study, has been 
for some time, and particularly under study at the moment in the 
ICA, and a number of changes have been made. 

I mentioned one of them briefly in my statement, a recent change 
which centralized control of both operations and technical services in 
the ICA in one person. 

In the past, these two organizations have been equal and it has been 
very hard to get agreement between them from time to time which has 
sometimes delayed decisions for an unseemly length of time. 

Another change which I meant to mention earlier when we were 
talking about Public Law 480 is that ICA has adopted a policy in the 
past year of decentralizing the approval of detailed programs largely 
to the field, which should result in much more rapid utilization of 
these funds. 








166 MUTUAL SECURITY ACT OF 1959 

I am informed by the ICA that on university contracts there has 
been a substantial improvement in the last 18 months. This was an 
area which was, in which there was a good deal of difficulty. New 
systems have been put into effect, and the ICA is under the impres- 
sion that at present the great majority of contracting universities are 
now satisfied. 

However, the Acting Director of the ICA will be prepared to tes- 
tify on that in detail when he appears, as he also will be about plans 
and projects for approving the administration of the ICA so that 
they can get projects started quicker. 

The Cuarrman. I hope he will, or perhaps you can give suggestions 
to this committee and Congress so that it can make any contribution 
to speeding up this procedure. 


DOES PRESENT LEGISLATION CONTRIBUTE TO ADMINISTRATIVE DELAYS? 


To put it another way, are there any restrictions in the law that 
contributed to this delay and slowness of this administration ¢ 

Mr. Ditton. Only the general situation which is a natural conflict 
between a desire to carry out these programs as rapidly as possible, 
because of their effect locally, and on the other hand, influence of 
those committees of Congress, particularly the Appropriations Com- 
mittees, who rely very largely upon the reports and procedures of the 
General Accounting Office, which requires complete preliminary au- 
thorizations and studies, and so forth, and so many of the procedures 
have been evolved with a view to fully meeting this latter type of 
requirement. 

It is a question of judgment as to how far we should sacrifice the 
ability to act rapidly and effectively in order to make a perfect record 
for the future in order to avoid the possibility of any possible mistake 
in any one program. It is not a question of legislation, I don’t think. 


r 


The CuatrMan. Not a question of legislation. 
DEVELOPMENT LOAN FUND INTEREST RATES 


The Development Loan Fund interest rates have ranged up to as 
high as 5 percent or more. We are informed that the Soviet bloc loans 
frequently carry interest of less than half that much, 2 or 2.5 percent. 

What are the policy considerations involved in setting the DLF 
interest rate ? 

Mr. Ditton. The interest rates for the Development Loan Fund, 
Mr. Chairman, come under the policy determination of the National 
Advisory Council, which is chaired by the Secretary of the Treas- 
ury, the other members being the Department of State, the Federal 
Reserve Board, the Export-Import Bank, and the Department of 
Commerce. 

CONSIDERATIONS IN SETTING RATES 


In setting these rates, there have been a couple of basic consider- 
ations. 

In the first place, we decided to set the rate as low as we felt we 
yractically could, taking into account the cost of money to the US. 
l'reasury, and we settled on the rate of 3.5 percent for basic develop- 
ment projects. It might be called projects of the overhead type. 
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Then there is a different type of project, which is the project where 
money is lent for a profit-making enterprise such as a manufacturing 
eoncern of one kind or another. 

These latter loans are, in a way, similar to loans made by the Ex- 
port-Import Bank. The reason for going to the Development Loan 
Fund is usually that a particular country is not in the position to make 
repayment in hardcurrency. But as far as the individual businessman 
is concerned, the debt is just as real whether he went to the Export- 
Import Bank or whether he went to the Development Loan Fund. 
The Export-Import Bank felt that because a country happened to be 
in overall exchange difficulties, private interests in that country could 
borrow funds from the Deve ‘lopment Loan Fund at a lower interest 
rate than the Export-Import Bank loaned for a similar project in 
another underdeveloped country which happened to be in a little 
better exchange position. This would very seriously undercut lending 

licies and operations of the Export- Import Bank. 

Therefore, it was decided that on loans of this type the rate should 
be identical to that currently charged by the Export-Import Bank, 
which has ranged as high as 5.75 percent. 

The average rate on all the loans made by the Development Loan 


Fund, if you add both types, has been just over 4 percent, about 4.10 


percent. 
BALANCE OF PAYMENT POSITIONS 


The Cuarrman. When you say a country might be in a little better 
exchange position, what do you mean by th: it? 

Mr. Ditton. I mean a better position to repay loans in foreign ex- 
change; that is, in dollars, or other hard currencies. 

The Crairman. What puts it in a better position ¢ 

Mr. Ditton. A country is in a better position usually because they 
happen to have a balance of payments, that is, positive balance of 
payments. In other words, they are able to export more in value 
than they need to import. 

The Cuairman. Then it would seem that our own trade policy may 
have a great deal to do with whether or not a country is in a good 
position, is that right ? 

Mr. Ditton. Our own trade policy is, of course, inextricably inter- 
twined with our policies of mutual assistance. 

The Cuarrman. A moment ago, in answer to a question of Senator 
Long, did you accept his statement that we have a deficit in our balance 
of payments of $1 billion a year for the last 2 years, or did you mean 
that ? 

Senator Lona. Ten. 

Mr. Ditton. A deficit; we have been losing gold. It is a question 
of deficit in overall balance of payments. We have had a surplus in 
our trade balance, but that surplus has been counterbalanced by other 
expenditures such as expenditures for troop pay abroad and other 
things. 

The CHarrMan. But our overall balance of payments has shown a 
surplus, has it not, for several years? 

Mr. Ditton. No, sir, I think it has shown a deficit. 

The Cuarrman. I meant exclusive of troop payments. 

Mr. Ditzo0N. Trade balance; oh, yes, it has a large surplus. 
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The Cnarrman. Going back to the First World War, does it not? 

Mr. Dition. Fairly large surplus; yes. 

The Cratrman. I was just trying to see if we could not make it a 
little clear as to why the countries get into these difficult posit ions. It 
finally comes back to their trade, the balance of payments arising 
out of their trade influenced by tourists and other things, too, but 
primarily trade. 

Mr. Ditton. That is correct. 

Senator Lone. Might I just ask that that tabulation from the See. 
retary of the Treasury’s testimony be put in the record? That shows 
what the picture is. 

The Cuatrman. This is the gold stock; the gold stock and move- 
ment of gold doesn’t necessarily refleet-—— 

Senator Lone. It also shows the foreign holdings. 

The Cuamman. That is right. 

Mr. Reporter, that was referred to on page 43 of the Bretton Woods 
hearings. 

( The infor mation referred to is as follows :) 


U.S. gold stock, monetary gold reserve requirements, and foreign liquid dollar 
holdings, 1945-58 


{In millions of dollars] 




















Foreign liquid dollar holdings 
U.S. mon- ae 
U.S. gold | etary gold Foreign countries 
End of period | stock reserve | a a oe Inter- Total liq- 
| require- | | national | uid dollar 
} ment Official Total liq- | institu- | holdings 

short-term | uid dollar | tions | 

holdings | 

| 
10, 919 4,179 6, 883 | 6, 883 
1946__- 10, 780 3, 044 | 6, 007 174 | 6, 480 
1947...-. 11, 341 1, 832 4, 854 2, 262 | 7, 116 
1948__. 11, 938 2, 837 5, 854 1, S64 7, 718 
1949... 10, 795 2, 908 16,409 | 11,817 1 8, 226 
1950... 11, 045 3, 620 8, 393 1, 804 | 10, 197 
1951... 11, 758 3, 548 8, 271 | 1, 902 10, 173 
1952. 12, 092 4, 654 9, 864 | 1, 855 11, 719 
1953... 12, 187 5, 667 10, 825 | 1,914 | 12, 739 
1954... 11, 847 6, 770 11, 895 2, 124 | 14, 019 
1955... 12, 009 6, 953 13, 028 2, 202 15, 230 
1956__. 12, 120 8, 045 14, 590 | 1, 843 | 16, 433 
1957... 12, 101 7,917 14, 861 1, 739 | 16, 600 
1958—March-- 11, 735 8, 018 15, 017 1, 733 | 16, 750 
June.- 11, 835 7, 931 14, 820 1, 900 16, 720 
September... 11, 699 8, 403 15, 156 1, 944 | 17, 100 
October-.- 11, 800 8, 664 15, 541 1,912 17, 463 
November bai 12, 088 8, 634 15, 556 1, 960 | 17, 516 
NL aise | 12, 036 8, 662 15, 594 | 2, 038 | 17, 632 

| 





1 Includes for the first time estimated holdings of U.S. Government bonds and notes. 


Note.—Detail may not add to totals because of rounding. 


The Cuarrman. The gold stock is not what I am talking about. I 
am talking about the movement of trade, I mean, trade balances be- 
tween various countries. 


PUBLIC DEBT TRANSACTION FINANCING OF LOAN FUND 


In 1957 the administration recommended DLF financing through 
public debt transactions. 

Does the administration still think this would be preferable to an- 
nual appropriations? 

Mr. Dixon. I think the position of the administration is as stated 
by the President in his press conference, that we would favor the 
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principle of long-term commitments, and we want some long-term 
authority. 

There is more than one way of getting that long-term authority, and 
the exact method in which we would get it—whether it would be by 
public debt transaction or by contract authority or by a multi-year 
appropriation which would be available over a number of years—any 
of these would have a similar effect on the operations of the Develop- 
ment Loan Fund, and we have not as yet made a determination of 
administration policy, as such, as to which of these various systems, 
would be the best system. 

It is true that in 1957, we did recommend the public debt authority 
method, but at that time there was a majority opposition to that in the 
Congress, so that was not enacted. 

The CHarrman. Is it accurate to say a majority in Congress, or was 
it in the House of Representatives where it was opposed ? 

Mr. Ditton. I think it was primarily in the House of Represen- 
tatives. 

SENATOR FULBRIGHT’S AMENDMENTS TO THE MSA 


The Cuarrman. Are you prepared to comment now on the sub- 
stance of the amendments which I introduced on April 24? 

Mr. Ditton. In general, yes, Mr. Chairman. 

The Cuarrman. Do you have anything to add to what you said this 
morning about them ? 

Mr. Ditton. Yes, I did—I think I have nothing to add to what I 
have said about the first amendment, which deals with and is an 
attempt to clarify the purpose of the program. We do think that is 
useful, and we would like to work with the committee staff. We may 
have some further suggestions of language, but in general, we favor 
the objective, and the general means through which it is being carried 
out. 

As regards the second amendment, we are in full agreement with its 
objective as stated in your remarks in outlining the } purpose of these 
amendments which said, “My amendment is designed to inject political 
and economic an: alysis more adequately into the process of fixing the 
military force goals.” 

We favor that, and as I said, we are working on this procedure. It 
can be improved, and we hope to make further improvements. 

However, the recommended amendment goes considerably beyond 
that, and seems to state that economic development need shall have 
first call on the resources of underdeveloped countries, and we don’t 
quite understand what that means, whether that means that their 
military burden, the military program shall be zero unless there is 
some special circumstance found by the Secretary of State. So we do 
find some trouble with that amendment as drafted. 

I think in the third amendment, which is the major one about the 
Development Loan Fund, I have nothing to add to the rather exten- 
sive remarks I made earlier. 


AMENDMENT RELATING TO TRANSFER AUTHORITY 


Regarding the fourth amendment to increase the transfer authority 
to 80 percent from 10 percent, as far as transferring from military 
assistance to other programs, we are inclined to feel that that is not 
particularly needed at this time, because the military program has 

40110—59—pt. 112 
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been reduced, the pipeline, to such an extent that we cannot. foresee a 
time when we will be able to transfer 30 percent of what we now have, 

The Caamman,. It isn’t mandatory, but permissive. 

Mr. Ditton. It is permissive, and one of our problems is that if 
general flexibility provisions were increased to 30 percent all around, 
we could see that might give us more flexibility, although we have 
never used even the full 10 percent which we find and have found 
adequate so far. 

The increase of this particular amendment makes it 30 percent just 
one way, from the military assistance to the economic programs, and 
sets up a supposition that that—our 10 percent can be increased use- 
fully there. We just don’t think it can be. If it were adopted, J 
think it would not have any particular effect because I can’t conceive 
of when it might be used. 

The CHatrmMan. It wouldn’t do any harm, would it? 

Mr. Ditton. As far as the operation of the program is concerned, 
no, it wouldn’t do any harm, because, as you say, it is only an author. 
ity, and we wouldn’t have to use it unless we could find a reason to 
use it. 

The CuHarrmMan. Might it not be a rather persuasive authority in 
any argument you would have with the milit: ary? [Laughter. | 

Mr. Ditton. I would doubt that, Mr. Chairman, because the author. 
ity is lodged with the President, and the military have equal access to 
him with the Department of State. 

The Cuatrman. We expect his new team down here to hold its own, 

Mr. Ditton. That is asking of it a little more than holding its own 
to transfer 30 percent of the military program away from the mili- 
tary. 

AMENDMENT RE MILITARY ASSISTANCE RECOMMENDATIONS 


Regarding the fifth amendment, which states: 


The chief of the diplomatic mission shall make sure that recommendations 
of such representatives pertaining to military assistance are coordinated with 
the political and economic considerations, and his comments shall accompany 
such recommendations, if he so desires— 
that is a legislative expression of what is presently in the law— 
not presently in the law, but presently the fact under Executive 
orders, and I think it might be useful to place into the record two 
documents here, one of which is a public document, and is Executive 
Order No. 10575, as amended, which is a Presidential Executive order, 
which states the responsibilities of the chief of mission. 

The other one is a Presidential instruction concerning the adminis- 
tration of foreign aid functions which went out as a circular message 
on July 24, 19% 56. It has hitherto been in a classified status. That 
has recently been unclassified and I would like to submit it for the 
record, and it clearly clarifies the position of chief of mission. 

I could read just a short part from it. It says: 

The representatives of all U.S. agencies in each foreign country are 
subject to the supervision and leadership of the chief of mission in connection 
with any of their activities which in his own judgment affect relations between 
the United States and the country to which he is accredited. The chief of 
mission must exercise active leadership and supervision in connection with 
such matters, subject to any general and specific instructions from the Presi- 
dent or the Secretary of State. 


Then it goes on and says: 


The chief of mission has specific additiona] responsibilities with respect to 
the mutual security, agricultura) 
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and various other programs. It says: 


Primary responsibilities for the administration of these programs have been 
assigned to various United States agencies which maintain direct operating 
relationships with their representatives abroad. At the country level, however, 
the chief of mission has ultimate responsibility to assure that these program 
activities are carefully planned and effectively carried out within the framework 
of established policy, and that they are coordinated with each other. The or- 
ganizations which are administering these programs at the country level are 
therefore subject to the supervisory authority of the chief of mission in carrying 
out this responsibility. 


So the chief of mission already has, by direction from the Presi- 
dent, all the authority that is in this last amendment, so I don’t think 
it is necessary to put that into law, but certainly it wouldn’t do any 
harm. 

The Cuarrman. It is not objectionable from your point of view ? 

Mr. Ditton. No. 

(The documents referred to are as follows:) 

EXECUTIVE OrDER No. 10575, Aas AMENDED | Excerrr] 
PART II. PROCEDURES FOR COORDINATION ABROAD 

Sec. 201. FUNCTIONS OF THE CHIEF OF THE UNITED STATES DIPLOMATIC MIS- 

sion. (a) The chief of the United States diplomatic mission in each country, 


as the representative of the President, shall serve as the channel of authority 
on foreign policy and shall provide foreign policy direction to all representatives 


of United States agencies in such country. 


(b) The chief of the United States diplomatic mission in each country, as 
the representative of the President and acting on his behalf, shall coordinate 
the activities of the representatives of United States agencies (including the 
chiefs of economic and technical assistance missions, military assistance ad- 
visory groups, foreign information staffs, and other representatives of agencies 
of the United States Government) in such country engaged in carrying out 
programs under the act, programs under the Mutual Defense Assistance Control 
Act of 1951, and the programs transferred by section 2 of Reorganization Plan 
No. 8 of 1953 (67 Stat. 642), and he shall assume responsibility for assuring the 
unified development and execution of the said programs in such country. More 
particularly, the functions of each chief of United States diplomatic missions shall 
include, with respect to the programs and the country concerned, the func- 
tions of : 

(1) Exercising general direction and leadership of the entire effort. 

(2) Assuring that recommendations and prospective plans and actions 
of representatives of United States agencies are effectively coordinated and 
are consistent with, and in furtherance of, the established policy of the 
United States. 

(3) Assuring that the interpretation and application of instructions re- 
ceived by representatives of United States agencies from higher authority 
are in accord with the established policy of the United States. 

(4) Guiding the representatives of the United States agencies in working 
out measures to prevent duplication in their efforts and to promote the 
most effective and efficient use of all United States officers and employees 
engaged in work on the said programs. 

(5) Keeping the representatives of United States agencies fully informed 
as to current and prospective United States policies. 

(6) Prescribing procedures governing the coordination of the activities 
of representatives of United States agencies, and assuring that such repre- 
sentatives shall have access to all available information essential to the 
accomplishment of their prescribed duties. 

(7) Preparing and submitting such reports on the operation and status 
of the programs referred to in the introductory portion of this subsection 
as may be requested of the Secretary of State by the Secretary of Defense, 
the Director of the Foreign Operations Administration, or the Director 
of the United States Information Agency, with respect to their respective 
responsibilities. 
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(8) Recommending the withdrawal of United States personnel from 
the country whenever in his opinion the interests of the United States 
warrant such action. 

(ec) Each chief of United States diplomatic mission shall perform his functions 
under this part in accordance with instructions from higher authority and subject 
to established policies and programs of the United States. Only the President 
and the Secretary of State shall communicate instructions directly to the chief 
of the United States diplomatic mission. 

(d) No chief of United States diplomatic mission shall delegate any function 
eonferred upon him by the provisions of this part which directly involves the 
exercise of direction, coordination, or authority. 

Sec. 202. REFERRAL OF UNRESOLVED MATTERS.—The chief of the United States 
diplomatic mission in each country shall initiate steps to reconcile any divergent 
views arising between representatives of United States agencies in the country 
concerned with respect to programs referred to in the introductory portion of 
section 202(b) of this order. If agreement cannot be reached the chief of the 
United States diplomatic mission shall recommend a course of action, and such 
course of action shall be followed unless a representative of a United States 
agency requests that the issue be referred to the Secretary of State and the 
United States agencies concerned for decision. If such a request is made, the 
parties concerned shall promptly refer the issue for resolution prior to taking 
action at the country level. 

Sec. 203. FURTHER COORDINATION PROCEDURES AND RELATIONSHIPS. (2) All rep- 
resentatives of United States agencies in each country shall be subject to the 
responsibilities imposed upon the chief of the United States diplomatic mission in 
such country by section 523 (b) of the act and by this part. 

(b) Subject to compliance with the provisions of this part and with the 
prescribed procedures of their respective agencies, all representatives of United 
States agencies affected by this part (1) shall have direct communtecation with 
their respective agencies and with such other parties and in such manner as may 
be authorized by their respective agencies, (2) shall keep the respective chiefs of 
United States diplomatic missions and each other fully and currently informed 
on all matters, including prospective plans, recommendations, and actions, relat- 
ing to the programs referred to in the introductory portion of section 201(b) of 
this order, and (38) shall furnish to the respective chiefs of United States 
diplomatic missions, upon their request, documents and information concerning 
the said programs. 


PRESIDENTIAL INSTRUCTIONS CONCERNING ADMINISTRATION OF FOREIGN AID 
FUNCTIONS 
JULY 24, 1956. 

The President approved the following instructions governing relationships be- 
tween chiefs of diplomatic missions and the representatives of all U.S. agencies 
conducting operations in foreign countries. Their purpose is to insure that 
the several foreign operations established by law to further the interests and 
objectives of the United States shall be carried out in a coordinated manner. 

1. The representatives of all U.S. agencies in each foreign country are 
subject to the supervision and leadership of the chief of mission in connec- 
tion with any of their activities which in his own judgment affect relations 
between the United States and the country to which he is accredited. The chief 
of mission must exercise active leadership and supervision in connection with 
such matters, subject to any general and specific instructions from the Presi- 
dent or the Secretary of State. 

2. The chief of mission has specific additional responsibilities with respect 
to the mutual security, agricultural, informational, and related programs re- 
ferred to in section 201(b) of Executive Order No. 10575 and in Executive Order 
No, 10560. Primary responsibilities for the administration of these programs 
have been assigned to various U.S. agencies which maintain direct oper- 
ating relationships with their representatives abroad. At the country level, 
however, the chief of mission has ultimate responsibility to assure that these 
program activities are carefully planned and effectively carried out within the 
framework of established policy, and that they are coordinated with each other. 
The organizations which are administering these programs at the country level 
are therefore subject to the supervisory authority of the chief of mission in 
earrying out this responsibility. 

3. In discharging his responsibilities the chief of mission will need and should 
have the close collaboration of representatives of all U.S. agencies. In this con- 
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nection section 201(d) of Executive Order No. 10575, which precluded delega- 
tion of his functions, should not be interpreted narrowly to obstruct establish- 
ment of an effective staff pattern within the country. The ultimate responsi- 
pility of the chief of mission cannot be delegated, but when directing large and 
complex operations he necessarily carries out his executive and coordinating 
functions in some degree through subordinates. 


FISCAL CONSEQUENCES OF DEVELOPMENT LOAN FUND AMENDMENT 


The Cuarrman. If the amendments that we just referred to re- 
garding the Development Loan Fund are adopted, do you think that 
would tend to unbalance the budget in 1960 fiscal year ? 

Mr. Ditton. No, I wouldn’t think it would at all. 

The expenditures of the Development Loan Fund, based on its own 
history and on the history of the Export-Import Bank and of the 
IBRD over a number of years, show that after a loan has been made 
in the first full year after the loan agreement is signed, usually only 
about 10 percent of the principal is expended. The big expenditures 
come in the second and third and fourth years after the loan is signed. 
It takes that long to carry the construction and other aspects of the 

roject forward. Therefore, the amount of funds that would actually 
Bax ended next year by the Development Loan Fund from what- 
ever funds may be voted for it will be less than 10 percent of whatever 
those funds may be, because it will take a good part of the year to 
prepare and sign some of the new loan agreements, and such loan as 
may be signed in the latter part of the fiscal year will result in little 
or no expenditures during the year, so I think the amount which will 
be expended next year under any increase in the program would have 
me little effect on the budget. 

he CuarrmMan. Then in contrast to the appropriation of $700 
million that you ask, it would benefit the budget, would it not, because 
isn’t that appropriation a charge against the budget ? 

Mr. Dixon. No, sir. 

The Cuarrman. Isn’t it ? 

Mr. Ditton. That is new obligational authority. 

The Cuarman. Is that all the $700 million ? 

Mr. Ditton. That is right. It is not a charge against the expen- 
diture budget. 

The estimate in the expenditure budget shows, I think, $200 million 
for the Development Loan Fund next year. 

The Cuarrman. Then it wouldn’t make any appreciable difference 
whether we take this amendment or let it stand as you recommend it. 

Mr. Ditton. As far as the effect on the budget is concerned, it 
would have very little effect, make very little difference. 


CLARIFICATION OF PRESIDENT’S VIEW OF A LONG-RANGE LOAN FUND 


The Cuairman. In light of what you said to the committee this 
morning about the plan, I guess it is the intention of the Department 
eee the long-term program, to bring up such a suggestion this 
fall. In view of the President’s comments in his press conference, it 
seems to me that it would be appropriate for the Department, either 
you or the Secretary, within the next couple of weeks to clarify this 
position, because we are in some doubt as to what the current at- 
titude of the President is with regard to this specific proposal for a 
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long-term program now. His press conference comments on the Loan 

Fund would indicate that he now presently approves a long-term 
program, that is, of more than a year. 

I wonder if it wouldn’t be proper for you-— 

Mr. Ditton. We will see what we can do. I think it is perfectly 
clear from his press conference and other statements which he has 
made, that he dies now and has always favored the principle of a 
long-term Development Loan Fund. The question of any specific 
method of financing or size of institution is a thing on which no 
administration decision has yet been reached, and this will require g 
general administration position. I rather doubt if it would be pos. 
sible to get such a resolution in the next couple of weeks. We could 
try. 

The Cuarrman. I doubt it, too. But in view of the very rapid 
changes in the present world we are living in, and in view of his 
statement, and the developments abroad, I thought it worthwhile of 
at least making inquiry. We know that these programs have to be 
necessarily built up some months in advance. I mean, you were pre- 
paring this last fall 

Mr. Dixon. That is correct. 

The Cuarrman. And a great deal has happened since then, and 
I think it would be perfectly proper on this particular point, since it 
does involve a matter of policy, for the committee to request at least 
a current review of this particular point simply for our own infor. 
mation and guidance before we take action on it. 

I would say probably in 2 to 4 weeks would be a reasonable re- 
quest. I believe it would be useful to us if we could get a reaffirma- 
tion of the current position. 

(See pp. 1237-1238 for administration’s views on this subject.) 


NEEDS OF THE UNDERDEVELOPED AREAS AND HOW THESE ARE BEING MET 


I wonder also if you could prepare for us an estimate of what other 
countries are doing in these underdeveloped areas to be compared 
with our own estimates of the needs of the underdeveloped areas. 
Do you have that available and could you furnish it? 

Mr. Dixon. That is rather completely made available by the fig- 
ures that are prepared by the United Nations. The latest ones I have 
seen, complete ones, are for the calendar year 1957. 

However, we will see if there is anything later, and we can also 
give you the best figures we may have of our own for a later period 
than that. We will submit such figures for the record. 

The Cuarrman. I think that would be very useful. 

Mr. Ditton. They are doing a substantial amount. And I may 
say one of the very encouraging aspects of the situation last year 
was the fact that a number of countries which had not been very 
active in this field in the past, such as Germany, and Great Britain 
and, to a much larger extent than in the past, entered actively into 
this field, and helped particularly with India and also with the 
program in Turkey. 

(Information on this point which was subsequently received for 
the record follows :) 
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A. ASSISTANCE BY FREE WORLD COUNTRIES OTHER THAN THE UNITED STATES TO 
LESS DEVELOPED COUNTRIES 


The following table, based on submissions to the U.N., represents the best 
available data on the bilateral government contributions of free world coun- 
tries to less developed countries.’ The figures represent expenditures in fiscal 
year 1957 and fiscal year 1958. The table also lists the gross national product 
of the donor countries and the share of GNP devoted to economic assistance. 


Bilateral government economic assistance to less developed countries 


[Expenditures in million U.S, dollars] 


Gross national Ratio 

Fiscal Fiscal product 1957 of 1957 

Country vear | vear aid to 
1958 1957 GNP 


Total |Percapita! percent 
in dollars 


Australia - - 38.5 


5 | 34.3 13, 034 1, 337 (0). 263 
Belgium . , m.a. 8.0 10, 950 1,178 073 
Canada. . a : 60.6 | 23, 2 32, 000 1, 899 . 073 
France. . - ds i 754. 4 | 837.5 | 47,900 1, 090 1. 748 
Silas ~ sccdnane wameltandéendae m.a. 7.5 24, 600 503 . 030 
PE Pate ap - ~~ ---- Sidconnd ee 5 fi 27, 800 306 | . 001 
Netherlands iar eesti ‘ 22. 6 24. 4 | 8, 760 790 . 279 
New Zealand _- : i 5.6 5.8 3, 027 1, 348 191 
Bb fin oka ddan dtdbedddaciin de 1.5 | 9 | 3, 890 1, 113 . 023 
Portugal... him iaciaig Sas aad m.a. | 2.6} 2,020 | 227 . 128 
Spain... .-- bsbsiamtae 7 aan lecialea m.a. | 79.5 | 210,101 | 2 346 . 094 
Sweden_. . noah PS 6 | .3 9, 950 | 1, 350 . 008 
United Kingdom 5 : 189, 4 155.9 61, 400 1, 188 . 254 
Miscellaneous 2592 we 2 
Total free world 3 (except United States) 1,074.0 | 1,110.5 245, 331 735 | . 453 
United States $oss2iu nce é 1, 985. 6 1,708.5 | 440, 000 2, 570 | 388 








1 Excludes reparations payments to the Philippines, Indonesia, Burma, and Vietnam. 
11956. 
‘Total of those available. 


No figures are available on West German expenditures. German commnit- 
ments in 1957 amounted to about $12 million for technical assistance. In 
1958 German commitments to the economic development of less developed coun- 
tries increased considerably. These include again $12 million of budgetary 
appropriations for technical assistance; $200 million commitment to the over- 
seas investment fund of the Common Market to be spent over a 5-year period: 
a $2.3 billion revolving fund for export credit insurance of which an un- 
determined amount is extended on more than 5-year repayment terms; fund- 
ing over a 3-year period $157 million of the $330 million owed Germany 
by India and a $40 million line of credit for financing Indian orders with 
German firms; $94 million of export credits for 10 years to finance Egyptian 
development projects; export grants for $6.5 to cover electrical installations 
in the Sudan and a $12 million export guarantee and $6 million line of new 
credit to the Sudan. Thus, bilateral government economic aid by the free 
world countries was in the vicinity of $1.1 to $1.2 billion both in fiscal year 
1957 and in fiscal year 1958. 

Contributions of these free world countries to multilateral assistance and 
relief organizations of the U.N. amounted to $23 million in 1957. The corre- 
sponding amount in 1958 was $30 million. 

Funds made available to the IBRD by these free world countries in form 
of releases from their capital subscriptions amounted to $127 in fiscal year 
1957 and $109 in fiscal year 1958. In fiscal year 1958 the IBRD obtained 
4 government loan of $47 million from Switzerland; in fiscal year 1958 the 
West German Central Bank extended a loan of $280 million against 1-, 2-, and 
syear notes of the IBRD. 





‘Contributors are countries of the OKEC, Spain, Finland, Canada, Australis, New 
land, and Union of South Africa. Recipients are countries and territories of Asia, 
Africa, and Latin America, except those which are contributors. 
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B. THE NEED FOR EXTERNAL CAPITAL IN THE LESS DEVELOPED COUNTRIES 


A number of organizations and individuals outside the U.S. Government have, 
over the past 2 to 3 years, estimated the amounts of external capital which 
the less-developed countries require and can effectively use in attaining satis. 
factory rates of growth. While the estimating techniques have varied, the 
various studies show certain elements of agreement. 

First, they indicate that the present rates of capital flow to the legs. 
developed countries are insufficient to support any but the most minimal rates 
of economic growth. Second, they show that the additional capital from al] 
external sources required to support satisfactorily higher growth rates ranges 
between $2 to $5 billion per year. Third, those who have estimated the mag. 
nitude of the U.S. Government’s contribution to such an increase in capital 
flows have suggested a figure of between $1 to $2 billion per year. 

The estimates referred to above are as follows: 


1. The Economic Commission for Europe (ECE) in “Reonomic Survey of Bu- 
rope in 1957,” prepared by the Research and Planning Division 

In connection with a study of actual and projected trade patterns between 
the industrialized and primary producing countries of the world, the report 
concluded that the primary producing countries could not finance from prospec. 
tive foreign trade earnings the capital imports required for an adequate rate 
of growth. The report concluded that the additional flow of capital from the 
more- to the less-developed countries required to enable the latter to approach 
the growth rate of the former would probably not exceed $5 billion annually, 
or 1 percent of the national income of the industrial countries combined. The 
report concluded that this gap could not be expected to be met to any large 
extent in the future through the export of private capital. 

2. The Committee for BHconomic Development (CED) 

In an assessment of economic aid programs issued in the form of a policy 
report entitled “Economic Development Assistance” in April 1957, the CED 
suggested that an outlay of $1 billion per year for the next 5 years in addi- 
tion to current U.S. economic assistance program would be a “desirable and 
necessary investment.” This group of American businessmen envisaged that 
the U.S. outlay would be considerably less in the first years of an enlarged 
program. They concluded with the statement that “such an additional outlay 
for development assistance would deserve priority over many items contained 
in or proposed for the budget. 


3. Paul G. Hoffman, Managing Director of the United Nations Special Fund, 
in an address before the 17th Congress of the International Chamber of 
Commerce, Washington, D.C., April 20, 1959 

In this and other speeches, Mr. Hoffman has reported that the less-developed 
countries can absorb and effectively use some $30 billion of goods and services 
from abroad for capital formation in the next decade, or an average of $3 
billion from all sources per year. He points out that although $30 billion 
can be used over the next decade, the annual rate of absorption will grow 
with the years. He suggests that funds in this amount would facilitate an 
increase in the rates of growth in per capita incomes from 1 percent to 
roughly 2 percent annually. 


4. MIT Study for the Senate Special Committee To Study the Foreign Aid 
Program, January 1957 


The MIT study estimated trat the underdeveloped countries require and 
could absorb between $2.5 an $3.5 billion of additional funds from all sources 
(p. 2). They made no estimate of the amount which would be required 
from U.S. sources but it can be inferred that this would be of the order of 
$1 billion to $2 billion per jear above the level of U.S. economic assistance 


prior to the establishment of the Development Loan Fund. 


5. The University of Chicago Study for the Senate Special Committee To Study 
the Foreign Aid Program, March 1957 
The University of Chicago study estimated that economic aid to Asia, the 
Near East and Africa from all public sources should be a minimum of #2 
billion per year at the outset and might eventually rise to a minimum of 
$5 billion per year before beginning to decline. 
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¢. “A Proposal-Key to an Effective Foreign Policy,” by Maw F. Millikan and 
Walter W. Rostow 


The Millikan-Rostow book estimates that over the next 5 years a maximum 
annual figure of $3.5 billion, from all foreign sources, is required by the under- 
developed areas for successful economic growth. Out of this total, it is esti- 
mated that the U.S. share would come to a maximum of $2 billion per year. 

Because of the problem involved in using so large a volume of foreign capital, 
Millikan and Rostow go on to estimate that actual demands for U.S. aid will 
more probably run at about $1.2 billion a year, “if sound criteria for efficient 
use were applied.” 

7. National Planning Association (NPA), “A New Approach to Foreign Eco- 
nomic Assistance”, April 1957 

The NPA statement concluded that the optimum level of aid which could 
be extended to underdeveloped countries “now substantially exceeds that amount 
of U.S. aid funds currently available. Hence to insure their maximum effec- 
tiveness, the size of our economic aid program should be increased.” The 
NPA committee went on to suggest that a foreign aid corporation should be 
established with an original capital fund not less than $1 billion and addi- 
tional capital obtained as required. 

8. Bxecutive branch views 

The executive branch has confined its estimates on external capital require- 
ments of less-developed countries to evaluations of individual investment activ- 
ities or country programs comprised of specific activities. This has been done 
because a nation’s ability to use capital effectively is governed by a variety of 
tangible and intangible, and measurable and nonmeasurable factors. 

Capital formation estimates are influenced by a whole range of political, 
economic, and social forces, such as skill of the native population, cultural 
habits, social formation, and political revolution. They are affected by sup- 
plies of raw materials, fluctuations and commodity pricing, changes in pat- 
terns of trade, financial and fiscal measures, etc. 

For these reasons, the executive branch prefers making funding decisions 
with regard to particular countries on much the same basis as that employed 
by the International Bank for Reconstruction and Development. This is done 
through a detailed examination of specific development projects and programs. 

The CHatrrmMan. Well, Mr. Secretary, you have been such a fruitful 
witness, that we have gone along much longer than we expected in 
open session. I think we will res ally have to defer the executive ses- 
sion to a later date. I am sure you have had enough for today. 

Are there any other questions in open session ? 

(No response. ) 

The Cuarmman. I wonder if, before we adjourn, the Senator would 
like to ask questions ? 

Senator Cnurcnu. No, Senator, not today. I do intend to ask a 
good many questions in connection with the overall program when I 
have had the opportunity to have the benefit of the opening state- 
ments. 

I am sorry that I did not have that opportunity today. However, 
I would like to make the request, Mr. Chairman, that in connection 
with the subsequent meetings of the committee, that we continue to 
have available these charts and particularly the map, because I think 
that it will be a matter of convenience for me to have that as ready 
reference in connection with the questions that I would hope to ask. 

The Cuatrman. I am sure they can make that available. 

Senator Lone. Might I just ask one further question, Mr. Chair- 
man ? 

The Crarrman. Let me just point out—I asked you about the esti- 
mates of sources of capital from other countries. I also want your 
estimates of the needs of these same underdeveloped countries, and 
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to know what part we are supplying along with what you expect them 
to supply. 

Would that be too much to ask you to do that ? 

Mr. Dutton. Well, I think it might be fairly difficult to figure out 
the long-term needs, if that is what you mean, of every country ip 
the world, of all the various underdeveloped countries. 

Many of them have no very concrete development plans. Countries 
such as India which has pretty good plans perhaps make some useful 
figures available. Certainly, we can provide the committee with what 
we have done in comparison with what other countries have done, to 
be used as general] estimates for the future. 

They would not be completely reliable, but we will see what we 
can do. 

The Cuairman. The best you can, if they are available. 

Mr. Dixon. If they are available. 

The Cuarrman. I think it helps develop a sense of proportion with 
regard to these countries, whether we are doing too much in one sense, 
and too little in another; whether we are letting our sentiments over- 
rule our reason. I think it would be a helpful guide. 

Mr. Dixon. It will show, for instance, that Japan is now taking 
a very active part through their reparations program through south- 
east Asia, and is making available many millions of dollars a year 
through those programs to needy, developing countries in southeast 
Asia, which fits in helpfully with our own projects. 

The Cuarrman. That would be very useful, and I think very much 
to the credit of Japan, if that is brought out in a statement to the 
committee. 

Senator Long. 


POSSIBLE UTILIZATION OF SUGAR ACT IN RAISING LIVING STANDARDS IN 
SARIBBEAN 


Senator Lona. Just one other matter I did want to touch on. It 
is not in the bill, Mr. Secretary, but I would like to plant the thought 
with you anyway. 

Mr. Castro, when he was up here, said that he wanted larger sugar 
quotas. That is understandable. I come from a sugar-producing 
State and I know it is going to be very difficult giving them as much 
as they want. But it occurs to me sugar is a low-wage industry in 
Louisiana. I suppose it might be a low-wage industry in Florida, as 
well, and it is not a high-wage industry anywhere, even in the West. 

Those people, on the other hand, against whom we are competing 
down in Cuba and the Dominican Republic and elsewhere, are work- 
ing for just a few cents an hour, about 6 or 7 cents. 

Dur people are told they cannot have the benefit of a minimum 
wage because we have to compete with those who are working for 6 
cents an hour, and I suppose those people down there are told that 
they can’t have the benefit of 8 cents an hour instead of 6 because 
they have to compete with low standards of labor in our country and 
the other countries. In view of our dominant position in this 
picture, particularly with the major market which all these producers 
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are looking toward, I wonder if it wouldn’t be possible to take this 
matter into consideration and see if an overall arrangement couldn’t 
be worked out in handling of this sugar act and sugar quota so that 
those people could get a better price for sugar, provided the working 
people in those countries got some benefit from it. If it is going to 
mean only a few big plantation owners getting it all, it would be 
ridiculous for us to pay more for sugar. But if Mr. Castro wants to 
put some reforms in effect, and Dominicans and others want to show 
their humanity that way, it seems to me we should be using American 
economic power as to encourage them along both within this country 
and outside this country. 

Mr. Ditton. 1 understand you are in favor of the rise in the price 
of sugar, then, provided that that rise goes to increase the wages of 
the people. 

Senator Lone. Only on condition that this would happen. 

Mr. Ditton. Yes. 

Senator Lona. Perhaps something along that line might be possible. 
I do know as far as I personally am concerned, I am not particularly 
anxious to require a man to work for 6 cents an hour for me to get 
sugar cheaper. If there is some way that this sugar act could be 
handled as sort of an overall international effort to raise living stand- 
ards through the Caribbean, I think it would be a desirable thing to 
consider. 

I have been thinking about it for some time, and perhaps your De- 
partment might find the thought constructive. 


ESTIMATED NEED FOR CAPITAL INVESTMENT IN UNDERDEVELOPED AREAS 


The CHairmMan,. In regard to that last comment I made, I am re- 
minded that other people, noted economists, both in this country (1 
believe it was M.1.T. people), and in Great Britain, have advanced 
ideas about what they call the capital gap, or the need for capital in 
the underdeveloped countries, ranging from $3 billion up to $5 billion 
a year, which is found, not just in this country, but in the free world. 

What we are wondering is what the State Department’s estimate of 
the need for capital for development in underdeveloped countries in 
the whole free world is, and also, what our part of that should be. 

Mr. Ditton. We have found those particular estimates didn’t seem 
to be based on any very substantial statistical knowledge or proof. 
That is one reason we wanted to observe the operations of the Develop- 
ment Loan Fund and through those operations and through the re- 
quests that come in to us, to have a better way of making a general 
estimate. It was largely because of the experience thus far that it 
was that I stated last fall that [ thought we could use up to a billion 
dollars a year usefully for this purpose. 

I might be possible over a period of time to increase that, but 1 
don’t think more than that could be used immediately. 

We will be glad, however, to develop that a little further in reply 
to your question, but I don’t think we do have any figure that would 
te comparable to those that have been developed on a purely theo- 
retical basis by some of these other economists. 
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The Cuarrman. Well, thank you very much, Mr. Secretary. You 
have been very, very helpful indeed, to the committee. 

We will stand in adjournment until 10: 30 in the morning in execy- 
tive session to hear the Secretary of State. He will report to us on 
the recent meeting, and anything else growing out of that. 

Mr. Ditton. Thank you, Mr. Chairman. 

The CuarrmMan. For the information of the press, at 10:30 on 
Wednesday we will continue with this program when we will have 
Secretary McElroy and General Twining. 

These hearings will proceed all of this week. 

(Whereupon, at 4:55 p.m., the committee recessed, to reconvene at 
10:30 a.m., Tuesday, May 5, 1959, in executive session.) 
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WEDNESDAY, MAY 6, 1959 


U.S. SENATE, 
CommMitree ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, at 10: 35 a.m., in room 4221, 
New Senate Office Building, Senator J. W. Fulbright (chairman) 
presiding. 

Present: Senators Fulbright, Green, Sparkman, Humphrey, Mans- 
field, Morse, Kennedy, Lausche, Church, Aiken, Gore, and Carlson. 

The Cuairman. The committee will come to order. This morning 
we have the Honorable Neil H. McElroy, the Secretary of Defense, 
to testify on the military aspects of the mutual security program. 

Mr. Secretary, as you know, we are extremely interested in your 
testimony. As has always been the case, the military aspects of this 
program account for a very large percentage of it, at least 50 percent 
of it if not two-thirds, so we are most interested in your statement. 

You may proceed, sir. 


STATEMENT OF HON. NEIL H. McELROY, SECRETARY OF DEFENSE, 
ACCOMPANIED BY GEN. THOMAS D. WHITE, CHIEF OF STAFF, 
U.S. AIR FORCE 


Secretary McExroy. Thank you, Mr. Chairman and members of 
the committee. 

I am pleased to have this opportunity because this is a program 
in which we in the Department of Defense have a very intense 
interest. 

With me this morning is General White who will be representing 
the Joint Chiefs of Staff inasmuch as General Twining is ill at this 
time. 

The Cuarrman. I hope very much that General Twining recovers 
very soon and will be back with us. 

ecretary McKtroy. We expect that he will and certainly hope so. 

Iam particularly glad that this opportunity to appear before your 
committee comes at this time. With the Foreign Ministers meeting 
in Geneva scheduled to start on May 11 it is more important than 
usual that our country give every evidence of our determination fully 
to support. our friends and allies abroad in the mutual defense of the 
free world. I hope that during the course of the hearings which 
you have planned, we can not only answer questions the committee 
might want {o put to us but that also, as a result of these hearings, 
there may be a better understanding throughout the country of what 
is being accomplished through the Mutual Security Program. 
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The Senate Foreign Relations Committee laid the cornerstone of 
our collective security policy some 11 years ago when it favorably 
reported to the Senate the famous Vandenberg resolution. This com- 
pletely bipartisan answer to the threat to America’s secur ity and to 
the security of the free world was given in the form of advice by this 
committee and later by the Senate as a whole. The United States 
has followed that advice, and today is joined with over 40 other 
nations in a series of security pacts. 


MILITARY ASSISTANCE PROGRAM ESSENTIAL TO FREE WORLD SECURITY 


It is my firm conviction that the funds now requested for the mili- 
tary assistance program for fiscal year 1960 for the support and ad- 
vancement of this country’s collective secur ity undertaking are essen- 
tial to the maintenance of an adequate military position for the free 
world. This conviction might not be so firm had I not, when I first 
came into office, viewed the mutual security program with some 
doubts—doubts born of a wrong impression of what this mutual 
assistance was intended to accomplish. I soon discovered that if 
military assistance is inadequately supported, then a basic element 
of our own security is inadequately supported. As the President has 
said, our current budget requests for our own forces and for military 
assistance “are but two elements in a single defense system.” 

As Secretary of Defense I have had the responsibility for admin- 
istration only of the military assistance part of the program. How- 
ever, I fully support the objectives of the remainder of the Mutual 
Security Program in the economic and technical fields. 

Our own military establishment grows constantly in strength and 
effectiveness. As the most potent deterrent to war it is the strongest 
keeper of the peace. It is ready and able to fulfill its mission in 
defense of the United States, but by itself it cannot defend the entire 
free world against a determined aggressor with ability to strike at 
targets of his own choosing, at any time and in varying degrees of 
force. The problem of free world defense is increased and ‘compli- 
eated by the requirement for on-the-spot forces prepared to resist 
attack on the many frontiers of the free world. If our allies do not 
remain strong and firmly committed to the common defense, our own 
security concept will need radical revision; and the burden placed on 
our resources, both of men and of money will be immeasurably 
greater. 


ROLE IN FREE WORLD DEFENSE PLAYED BY NATIONS RECEIVING 
MILITARY AID 


The countries to which we give military assistance have the man- 
power and the will to defend ‘their sec urity and their independence. 
However, in many instances they lack the resources to equip their 
forces particularly in the more modern weapons. Therefore, we need 
to provide appropriate weapons to these allied countries and lend 
assistance in the training of their personnel in the use of those 
weapons. In this way, we add not only to their security but impor- 
tantly to our own as well. 

These indigenous forces are particularly significant in the collec- 
tive secyrity plan as they constitute a deterrent to local aggression. 
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Their presence affords the free world its most effective means of re- 
straining and repulsing Communist probes. 

The Taiwan Straits crisis of late last summer clearly demonstrated 
that firm resistance, backed by adequate military strength in bein 
on the scene, can turn back a local aggressor and prevent the ean 
of a brush fire into a major conflagration. From years of joint plan- 
ning and cooperative effort by the Government of the Republic of 
China and the United States, there was created a Chinese Nationalist 
force which stood firm when we all knew that world peace was being 
put to a critical test. The world saw there a tangible product of the 
military assistance program in the superior performance of the free 
Chinese. 


IMPORTANCE OF NATO IN SECURITY OF FREE WORLD 


In the period immediately ahead, we can expect to face another 
difficult test of allied solidarity, this time in Europe. We are fully 
aware of what it means to have allies who are standing with us as we 
and our NATO partners face the Kremlin’s latest move in Berlin. 
NATO’S unity of purpose and integrated military might are the major 
accomplishment of the collective security effort. Despite problems 
and shortfalls, both of which can be expected in a pioneering ven- 
ture of such magnitude, the fact remains that NATO has enabled 
peace to be preserved in Europe for 10 crucial years. 

During recent weeks the NATO alliance has withstood the divisive 
influences of a deliberate Soviet campaign to undermine its unity. 
The NATO countries have reacted to pressures by reaffirming their 
determination to continue military strength, economic cooperation 
and political solidarity. While differences of opinion among the 
NATO partners exist as to the relative merit of various means to 
the same end, these differences are settled by consultation among 
equals. 


COLLECTIVE SECURITY PROGRAM ESSENTIAL TO SECURITY OF UNITED STATES 


This year the Joint Chiefs of Staff have given more than the usual 
close attention to detailed plans involved in the military assistance 
part of the Mutual Security Program. They have repeatedly ad- 
vised me that our collective security system is essential to the security 
of this country and that they know of no acceptable alternate to this 

stem. 

The authorization and appropriation of $1.6 billion of military 
assistance in fiscal year 1960 is, in President Eisenhower’s words, “the 
minimum required to support our own security in the common de- 
fense of the free world.” As the President pointed out in his letter 
on the Draper Committee recommendations, it is possible that there 
may be a requirement for further obligational authority in addition 
to this $1.6 billion minimum. 

The approval of the program now before Congress will, however, 
enable the United States to continue its support of the collective se- 
curity system and to realize benefits otherwise unavailable or beyond 
our financial means, It will make possible the maintenance of ade- 

uate allied defense forces at the perimeter points of greatest danger, 
thereby discouraging acts of local aggression or giving us time to 
bring our own efforts into play to restrain and contain such acts. It 





184 MUTUAL SECURITY ACT OF 1959 


will help to assure our access to the overseas bases essential for the 
maximum effective deployment of our advanced forces and weapons. 
Above all, it will support the defense efforts of our allies and encour- 
age their contribution and commitment to the cause of mutual defense, 

As most of you have done, I have personally witnessed the opera- 
tion of our military assistance program in many countries and know 
that it has been effective in carrying out its basic design—the protec- 
tion of the free world. As Secretary of Defense and as a businessman, 
or at least a previous career businessman, I have been impressed by 
the large dividends returned in our own security. It was those divi- 
dends we sought when we started the program, and the $1.6 billion 
we have asked for today will help insure that they continue—for this 
country’s security. 

I would hope, Mr. Chairman, that it might be satisfactory to you 
for General White to read a short statement of his own. 

The CuatrmMan. Yes, Mr. Secretary. We welcome General White, 
Chief of Staff of the Air Force, who is substituting for General Twin- 
ing. The committee intends to ask some questions in open session, 
after which we will go into executive session for discussion of those 
matters which should be in executive session. 

Secretary McExroy. I am afraid there will need to be quite a num- 
ber deferred for closed session, but we will do our best to answer in 
open session. 

The Cuamman. That’s right. You, of course, will have to be the 
judge about it, about the answers that should be in executive session. 

General White, would you proceed now ? 

General Warrr. Mr. Chairman and distinguished members of the 
committee, I am honored, although I regret the reason for my appear- 
ance on behalf of the Joint Chiefs of Staff, to read the statement of 
the Chairman, General Twining, which is as follows: 

“My appearance before you today to talk about the military assist- 
ance program is an opportunity which I welcome. 


IMPORTANCE OF COLLECTIVE SECURITY ARRANGEMENTS 


“The threat to the free world is not decreasing. Today, those who 
would enslave free men everywhere are embarked upon broad pro- 
grams in the military, economic, political, and psychological fields, 
all designed to destroy the free world. These are the cold and brutal 
facts of life in the world today. I have painted this threat in great 
detail to various committees of the Congress. I have repeatedly 
stated that we can counter this threat and insure the survival of the 
free world if we do not weaken in our determination to preserve the 
free world alliance. 

“Today, the national survival and continued national development 
of all countries of the free world depend more than ever upon the 
collective security arrangements in existence between the allies. 
Without security there can be no national development—only 
capitulation. 

“Our free world alliance is essential to our own national security. 
The military capabilities of the alliance are developed in a large part 
through our military assistance program. If this program is weak- 
ened or reduced to insignificance, our adversaries will have achieved 
a major victory without firing a shot. 
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BENEFITS ACCRUING TO UNITED STATES FROM MILITARY ASSISTANCE 
PROGRAM 


“We can look about us in the countries of the free world today and 
see plainly the visible results of our military assistance program. 
This program has made a major contribution to world peace. In 
less than 10 years, it has made possible the buildup of allied military 
strength and the development of a corresponding will to resist ag- 
gression. So far, the program has served its purpose as a deterrent 
to general war. 

“I would like to give this committee a brief rundown of the benefits 
which I believe come to the United States as a result of the military 
assistance program. ; 

“First, the free world has a substantial military capability which 
could not have been achieved without the military assistance program. 
If there is some alternative program that could be substituted for the 
military assistance program, I would like to know about it. So would 
the Joint Chiefs of Staff. 

“The military assistance program furnishes vital support upon 
which the effectiveness of our military alliances depend. I have 
already pointed out that I consider these alliances to be essential to 
our own national security. 

“Our military assistance program constitutes an important part of 
the consideration given in return for the establishment and coopera- 
tive use of our overseas system of bases and facilities. The impor- 
tance of these bases and facilities to us is highlighted by the repeated 
Soviet attempts to deprive us of them. There can be no better reason 
for their continued existence. 

“The military assistance program promotes a climate of mutual in- 
terest, confidence, and reasonable safety essential to the economic 
growth and progress of the nations of the free world. As Americans, 
we realize that it is in our best interests to participate heavily in the 
free world effort to create a climate of security essential to peace and 
progress. 

“Without our military assistance program, the United States would 
require more men under arms both at home and overseas. If we were 
to maintain forces sufficient to match the Communist bloc in military 
strength or resources at points of possible aggression around the world, 
the cost to the United States would be far in excess of the $22 billion 
furnished under the military assistance program and the $141 billion 
spent by our allies during the years 1950 to 1958. 

“We simply do not have the manpower or materials to take on the 
defense of the entire free world alone. At the same time, I firmly 
believe that the defense of the free world is inseparably linked to our 
own defense. 

“Our military assistance program provides the United States and 
the free world with the military means to cope with cold war situa- 
tions and has served in some measure to date to deter limited and 
general war. The past year has presented a number of sharp chal- 
lenges. In each, we must attribute a portion of our success in deter- 
ring general war and limiting local aggression to our continued ef- 
forts under the military assistance program. 
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MILITARY ASSISTANCE PROGRAM IS PART OF OVERALL U.S. DEFENSE POSTURE 


“If I can leave only one last parting thought with this committee, 
I would ask that you keep in mind my views that our military assist- 
ance program is a vital and integral part of our overall defense pos- 
ture. The day is past when we can risk going it alone. If a substan- 
tial part of the free world falls or slips behind the Iron Curtain, our 
chances of being able to defend ourselves must dim in proportion. 
The gauntlet is on the table along with the blue chips. The stakes 
were never higher than they are today. Any limitations or reduc- 
tions in the program would virtually eliminate all modernization and 
force improvement needed to accomplish the military assistance pro- 
gram force objectives.” 

The Cuatrman. Thank you very much, General White. 

Mr. Secretary, before I ask questions, I would like to apologize to 
you for the fact that not more of the members of this committee are 
now present to hear this presentation. ‘This is the most important 
legislation I think before the Congress. It is a very strange charac- 
teristic how members will fight to get on the committee and then not 
attend meetings when we have a most important witness. That is a 
characteristic I am unable to explain. I am very sorry, in view of the 
importance of your statement and that of General White, that all of 
the members are not here. 


IMPORTANCE OF MODERN WEAPONS IN DEFENSE COMPLEX 


I have one or two questions and then I will turn the questioning over 
to my colleagues. Mr. Secretary, I refer to page 3 of your statement. 
When you emphasize the importance of modern weapons, it occurs 
to me that this very fact is one of the principal reasons for the need 
of a military assistance program. In the old days when weapons 
were simpler, each of these countries that had not developed a very 
large industrial complex could supply its own equipment, but today 
isn’t it true that only three or four countries in the whole world are 
capable of producing what you would call modern weapons? 

Beeretar’ McE troy. Yes. These weapons are becoming increas- 
ingly sophisticated, Mr. Chairman. Of course, if these countries 
had a large export balance, presumably they could purchase them, 
and a country like Germany, which does have such a strong economic 
position, does purchase its weapons. It prefers to purchase them 
rather than to set up its own armament industry, although I think 
it could do so, considering its great technical assets. But in the main, 
just as you say, the increasing sophistication of weapons puts an 
insuperable burden on the production assets that are available to most 
countries. 

The Cuairman. Aside from technical capacity, the cost has become 
astronomical, hasn’t it ? 

Secretary McErroy. That’s correct. 

The Cuatrman. So that the ordinary terms of trade that exist in 
the field of raw materials are such that even though a county has 
normal production of basic commodities, it still could not expect to 
purchase modern weapons, could it ? 

Secretary McExroy. It would be a very unusual country—one that 
is highly industralized—that could do so. 
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The CuHatrman. It occurs to me that that is an aspect of it that 
sometimes is forgotten. Whereas in the past these same countries 
were able to provide to a much greater extent for their own defense, 
they now cannot. I think that is a significant element in that 
situation. 

Secretary McExroy. I agree with you, Senator, and I don’t think 
it has been said very much. 


MILITARY ASSISTANCE TO UNDERDEVELOPED COUNTRIES QUESTIONED 


The CuHarrman. Mr. Secretary, your statement and that of the 
General’s were of a rather general nature, and I think as a general 
proposition, particularly with regard to NATO, there is not too much 
criticism of your program. The criticism that has come to my atten- 
tion is largely devoted to certain specific areas in which very under- 
developed countries are involved. One of our more reputable colum- 
nists had this to say. I would like to read his short statement and 
ask you to comment on it, because it is typical of complaints I have 
had in letters and from private individuals as well as commentators. 

This is Mr. Marquis Childs who, in a column only a few days ago, 
said this: 

Too often when military hardware—much of it obsolete—is sent to under- 
developed countries it puts an intolerable burden on the economy of the country 
and entrenches a military caste eager to get more tanks and planes. * * * 
Nearly 20 percent of Haiti’s budget goes to the military including the island- 
wide police force. The percentage of Brazil is 29, for Chile 24, for Paraguay 
28, for Peru 20, for Colombia 21, for Honduras 18. * * * The problem in 
Haiti, as in other areas in Latin America, is internal security. For this 
purpose a half dozen helicopters properly manned would be more effective than 
any number of squadrons of jet fighter planes. The poverty and illiteracy 
that are the root cause of insecurity—the breeding ground of communism— 
cannot be solved with fighter planes. * * * To build up an almost useless 
military apparatus is to risk the waste of the little economic help that does 
go in. 

What would you comment on that statement ? 

Secretary McEtroy. I think it must be realized, Mr. Chairman and 
members of the committee, that it is not always exclusively a military 
consideration that determines what a country is going to do with its 
defense forces. These are sovereign nations. As far as our own as- 
sessment of what each one of the countries should do militarily for 
the strengthening of the free world military position—that is done, 
and very objectively and professionally done by our Joint Chiefs of 
Staff. 

Nevertheless we all know that in addition to the strictly military 
considerations, there are political considerations within countries 
which the administrations of those countries consider important for 
national prestige reasons of their own, and there are also not infre- 
quently some economic considerations that they have in mind. 

Now we can influence as actively as we are able to do what is done 
in each one of these countries for a strictly military kind of a con- 
cept. But we can do no more than that, since these are sovereign 
countries and they will make their own decisions once we have been 
able to provide whatever objective influence we can from a profes- 
sional military standpoint. 

So I am in agreement with you that there are countries that do 
more than I am sure we would advise them to do militarily, but the 
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only thing we can do, I believe, is to give our best advice, and then 
they will make their own judgment. 

The Carman. Again I want to emphasize that this criticism js 
directed to specific countries, not generally. It is not directed at 
NATO. This criticism is quite current. I don’t think you have made 
a good case for Haiti in the Western Hemisphere or Pakistan in south- 
east Asia. 

It wouldn't satisfy me. Even though a particular regime in charge 
at a given time wants airplanes and tanks, we are under no compul- 
sion to give them. This is a decision arrived at diplomatically ; that 
is, in the State Department. I have the impression that the milit: ary 
has overridden the State Department’s better judgment in these cases, 


MILITARY ASSISTANCE PROGRAM IN PAKISTAN 


Secretary McEnroy. I think it should be understood that these 
countries’ full military sobbliateni nts are not necessarily supported 
by our military program. 

You mentioned Pakistan. Pakistan has forces that are in excess of 
those which are regarded as militarily required by our Joint Chiefs 
of Staff in their appraisal. Our military assistance program sup- 
ports the portion of their forces which are regarded as militarily 
needed for the free world position again as assessed by our Joint 
Chiefs. The others are supported by them. 

The Cuamman. I understand that. The concept of what is needed 
for the free world is a very broad one. Do you really think that the 
contribution that Haiti, for example, can give to the free world in a 
military sense in a possible conflict with the Communist world is im- 
proved when they devote 20 percent of their budget to the military? 

Secretary McExroy. The particular situation on Haiti I confess ] 
am not as familiar with as I am with the one on Pakistan. 

The Cuarrman. All right, take Pakistan if you prefer. 

Secretary McEnroy. Well, I happen to know something a little 
more intimately about Pakistan because I have studied it and hi appen 
to have been there. The belief of our Joint Chiefs is that the Paki- 
stanis are right in their belief that the real opponent of the free world 
is a combination of Russia and Communist China. The trouble that 
has taken place in Tibet, as a result of the revolution there, has, I 
think, clearly indicated that there is a genuine threat on the borders 
of Pakistan. Now, in addition to that, there is, as we all know, a 
certain amount of Soviet penetration into Afghanistan. We are 
hopeful that that is not going to be too significant, but nevertheless it 
is something of which we must be aware. Now the Pakistanis are 
preparing to defend themselves against the threat of Soviet-Commu- 
nist Chinese aggression, and I belie ve myself that the events in Tibet 
are leading many of the people in authority in India to believe that 
it, is important to work toward an accommodation of views between 
Pakistan and India on such major subjects as the Indus waters 
question. In fact, I think that is making some progress. 

So the Pakistan military assistance program is geared to prepar- 
ing Pakistan to defend against aggression from the north and is nol 
in relationship to any possibility of conflict with India, which I don’t 
think is going to happen, particularly if there is some really flexible 
approach to this Indus waters question. 
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The Cuairman. They did shoot down an Indian plane, though, 

didn’t they? That is the only active way they have used these arms? 
Secretary McErroy. I don’t know what arms they used to do that. 
The CuairmMan. They shot down an Indian plane. 

Secretary McEnroy. There wasn’t any question about that. They 
shot it down, and this Indian plane of course was substantially within 
Pakistani territory. [ don’t know whether that was wise to have 
done or not. 


QUESTION OF CONFINING OUR MILITARY EFFORTS TO CERTAIN AREAS 


The Ciairman. All I mean is that it tempts people in such cir- 
cumstances to give them this kind of weapon. But the thing we have 
to weigh is the balance between economic and military aid to these 
countries. What 1 always seem to be met with is a generalized state- 
ment about the importance of military assistance, which I agree with. 
I don’t wish to cut it generally in the sense of cutting NATO and in 
cutting assistance to countries which are really seriously engaged in 
the major defense against aggression from the Communist bloc. But 
in the smaller countries, where internal security is based primarily 
upon political and economic factors, it does seem to me that the em- 
phasis upon the military is just not wise for our own purposes. It 
would be much better to put the comparable amount in creating 
economic and political stability and confining our major or most of 
our military efforts to those areas we mentioned—the NATO area, 
or our own, for that matter. 

It is just inconceivable to me that some of these countries men- 
tioned in Mr. Childs’ article, where we are giving, it is true, small 
amounts, would make any contribution to the military struggle with 
the Communists. I don’t see how they can be expected to make any 
contribution beyond necessary local police secur ity. 

Secretary McEtroy. The primary function of the forces in South 
America and several of the countries that you named—either Cen- 

tral or South American countries or perhaps in the waters around 
that part of the world—their primary function in strengthening the 
free world would be of an antisubmarine nature. 

I don’t think that we anticipate that they would be in any posi- 
tion with their own forces to repel an attack that would come to 
their shores nor do we think that an attack will come to their shores. 


DANGER OF OVEREMPHASIS ON MILITARY ASSISTANCE PROGRAMS 


The Cuarrman. Just one further observation. Two countries to 
which we gave relatively substantial military aid have recently gone 
through revolutions— Cuba and Iraq. They are both very dubious 
assets from the point of view of the West, and yet in their particular 
areas they received relatively more arms than any of their neighbors. 
I think this confirms the theor y that an overemphs isis not only does 
not strengthen governments, but it undermines them politically and 
economically and weakens them as assets to the West. 

I know this is a very difficult thing to prove. We are engaged 
here in making judgments which are subtle and I only wish to empha 
size this is one point of view. I hope the military will take it into 
consideration and not look just at the military. 
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I think maybe part of the trouble is that the military in the past 
has felt that it had no responsibility beyond the military; you look 
just at the military requirements and do not take into consideration 
what they do or are likely to do to the economic and political stability 
of a particular country. This is the point I am trying to develop here. 

Secretary McExroy. Yes. Well, this is the kind of thing, Mr, 
Chairman, which of course is involved in many of our conversations 
with the Department of State. It has been given the responsibilit 
within this overall program of representing the economic and politi- 
cal viewpoint to be put into a mixture with the military and security 
viewpoint to make a composite program. And we are not insensitive 
to this at all. We ourselves have never set up our department, nor 
I think should we, to duplicate what the State Department does in 
that respect. I do think it is a right thing for this committee and 
for the country to look to us to provide what we believe is profession- 
ally sound military advice as to what is desirable to do. 

Now, then, to determine whether you do that much, it seems to me 
you have to consider certain other factors, just as you say, such as 
the economic capability. If there is an economic weakness caused by 
a particular military program in a country, you must determine 
whether we can afford to bolster up that country economically to let 
it sustain its position as we do in a country like Korea, or in a coun- 
try like Taiwan. There must be some limit in what we do with this 
sort of assistance. 

As you say we ourselves don’t do this but we know that it is taken 
into consideration by people who are assigned to this particular 
aspect of the program within the administration. 


IS PROGRAM PROPERLY BALANCED BETWEEN MILITARY AND ECONOMIC 
ASSISTANCE? 


The Cuatrman. I have a number of questions that I will reserve 
for the executive session, but just for the record—in your judgment, 
is the balance in the program as presented between military assistance 
and economic assistance a proper one. You think it is proper? 

Secretary McExroy. I do, sir. My own viewpoint is that this com- 
mittee, which has the serious burden of considering this whole matter, 
should say to us “What do you think is important militarily to do 
in the free world countries?” ‘This we do, and it could be that you 
might like General White at some point here to discuss the way in 
which the Joint Chiefs do consider these matters. But I personally 
don’t believe that we are in a position to judge whether the balance 
of the program is adequate or not. 

It seems to me that you might very well take what is needed mili- 
tarily and then, if you should superimpose more on top of that be- 
cause of a greater need economically, then I think that makes some 
sense to me. 

The part that I don’t see as making sense, is to say that we should 
take money that seems to be required militarily to beef up the econ- 
omy, when in doing so you may really be critically weakening the 
military position around the world. 

I think that isa rather dangerous way to approach it. 

The Cuatrman. I would just add this comment: Some of the coun- 
tries, especially underdeveloped countries, in my view at least, we are 
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not weakening militarily. We are strengthening them by transfer- 
ring assistance from military to economic. 

That is a matter of judgment. 

Secretary McEtroy. That’s right. I can only say, Mr. Chairman, 
that that is where I come to in my comment about this being some- 
what a political matter. 

The Cuarrman. That’s right. 


DANGER OF NOT RENDERING MILITARY ASSISTANCE 


Secretary McExtroy. These countries are going to get weapons for 
certain things that they want, and if we don’t find some way to work 
it out with them they will go someplace else. 

We have seen this go on around the world. We have tried to in- 
fluence certain countries in the way in which you would like to see 
them influenced, that is not to overemphasize the military in their 
society, for what, we think, are good reasons you are giving. 

Now it happens not infrequently, and I think would happen again, 
that if these people cannot get any weapons from us, they will go 
someplace to get these weapons, and if they go someplace else to 
get weapons, they may not get very good weapons, and they may also 

t them from people who follow those weapons in with technicians. 
And these technicians are not very friendly to this country. These 
are all factors in the kind of thing that you and I are now dis- 
cussing. 

The CHarrMan. Senator Green, do you care to ask any questions? 

Senator Green. No; I don’t care to ask any questions. 


EFFECT OF MILITARY EXPENDITURES UPON ECONOMIES OF RECIPIENT 
COUNTRIES 


The Cuairman. Senator Carlson, we welcome you as the representa- 
tive of the Republican Party here this morning. We are glad to have 
one here, at least. 

Senator Carutson. Thank you, Mr. Chairman. Mr. Secretary, this 
committee has been considering the Mutual Security Program on the 
basis of a balance between funds for military and economic expansion. 
I believe it was Monday that we had Secretary Dillon before our 
committee, and he made this comment : 

In accordance with this philosophy, we have in fact been shifting the emphasis 
from military to economic programs in recent years. Taking the figures for the 
underdeveloped areas, the military assistance program is just under 50 percent 
of the total program for fiscal year 1958, 42 percent for fiscal year 1959, and 
the request for fiscal year 1960 is 35 percent. 

Economic assistance has risen proportionately from 50 percent in fiscal year 
1958 to 58 percent in fiscal year 1959 and to 64.5 percent in the request for fiscal 
year 1960. 

I would ask you this question: Does not the military expenditure 
that we make also assist economic conditions in addition to the stabili- 
zation of the government from a military or police standpoint ? 

Secretary McExroy. I would say that of the military assistance 
funds, only about 15 percent are spent other than in this country; 85 

rcent of those funds are spent here, so that only a portion of that 

alance of 15 percent would be going into the receiving countries, and 
not all of the 15 percent would. So that I can’t say that the favorable 
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influence on the economies of the countries receiving these weapons 
would be important, with the exception of the obvious importance that 
you have suggested of those countries being secure. 

The point made by General White was that it is important that 
these countries have expanding economies so that their people can 
have expanding standards of living, but you can’t have an expanding 
economy and an expanding stand: id of livi ing unless your country is 
secure. 

Senator Carison. That was to be my next question, and I assure 
you that is the answer [ assumed we would get; that is, if we do not 
maintain stable governments in these countries, it doesn’t do us much 
good to put funds in for economic development because no one knows 
what the future holds. 

Secretary McEtroy. Yes, Prime examples of that could be cited 
as in Korea. Korea, of course, is really in a suspension of hostilities, 
As we well know, there is a demilitarized line, and there are forces 
ready on either side of it. South Korea could not develop economi- 
cally, even though it seems regrettably slow, if you did not have a 
secure line of defense. 

Senator Cartson. It has been my privilege to visit a few countries 
in the Far East and the Near East, and I came away convinced that 
if they did not have a fairly strong military or police organization to 
maintain a strong stable government, the economic development 
would certainly be not only retarded, but I think would be most difli- 
cult to maintain. That is the reason I think it is important that we 
continue this program. 


MILITARY ASSISTANCE PIPELINE 


I have before me here a booklet entitled “Military Assistance- 
Budgetary and Fiscal Status.” It was prepared by the Office of the 
Assistant Secretary of Defense for International Security Affairs, 
Comptroller, March 16. T want to ask one question about this table. 
I find it on page 2 

[ have just cited that we are shifting our percentages from military 
to economic aid. I find on page 2 these figures. 

The appropriation for the fiscal year 1959 is $1.515 billion; in 1960, 
$1.6 billion. Yet the Secretary of State tells us that we are shifting 
military assistance from about 42 to 35 percent. How do you justify 
those figures 4 

Secretary McExiroy. He must be talking about expenditures. This 
is authorization. The expenditures in fiscal year 1959 are estimated to 
be around $2.4 billion for military, and it is estimated that the spend- 
ing in fiscal year 1960 will be about $1.9 billion. 

What this shows, Senator Carlson, is a gradual using up, in facet 
we are just about at the end of this now, of the pipeline which was 
very fully filled at the conclusion of the Korean conflict. 

Senator Cartson. Then if someone on the Senate floor should in- 
quire as to how we had appropriations of $1,515 million in 1959 and 
an estimated $1,600 million in 1960, we would have to justify it on 
the basis that these were authorizations outstanding from the Korean 


war. 
Secretary McExroy. That is right. If we are going to continue 
our desired rate of military assistance, we are going to have to come 
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back here in 1961 and ask for pretty close to $1.8 to $2 billion because 
of the fact that the pipeline is running out. 
Senator Cartson. That is all. Mr. Chairman. 


INFLUENCE UPON DEFENSE SUPPORT OF SIZE OF PAKISTAN MILITARY FORCES 


The CuarrmMan. The Senator from Alabama? 

Senator SparKMAN. Mr. Secretary, I appreciate the statement that 
you have given, and also the information provided by General White. 

I shall not ask him questions, but I want to go beck to this question 
that was asked by the chairman with reference to Pakistan. You 
stated that Pakistan maintains, if I understood you correctly, a big- 
ger military force than we actually deem necessary. Is that ae 
stantially what you said ? 

Secretary McExroy. That’s right. They have some forces above 
what——— 

Senator SparKMAN. Above what we would suggest, or would advise ? 

Secretary McE.roy. Above what we would judge desirable for the 
free world purposes. 

Senator SpaRKMAN. Now what effect or what impact does that have 
on our defense support to Pakistan? Doesn’t that tax us more 
heavily ? 

Secretary McExroy. I would think that there could be an indirect 
influence on the size of the defense support required, because the de- 
fense support is in relationship to the maintenance of a viable economy 
in the countries that receive this. 

Senator SrarkMan. Primarily to enable that country to support 
the military forces that are required for ample security. 

Secretary McExroy. That is right, sir. 

Senator SparKMAN. It would seem to me then that in any country 
in which a force was maintained greater than was deemed necessary, 
this would naturally tax the defense support program. 

Secretary McExroy. I think it draws somewhat more heavily on 
defense support than would otherwise be true. 

Senator SparkMan. And we do contribute rather heavily to Pakis- 
tan, for instance. I notice that in = present fiscal year it was $80 
million and in the previous fiscal year is was $50 million. 

Secretary McExtroy. When we ah ‘tite s recific numbers for aid 
for these countries, we would prefer’ if we might to discuss these in—— 

Senator SparKMAN. I was not referring to the proposal for fiscal 
1960. Iam taking these figures from the book that has been furnished 
us, “Mutual See urity Program,” and I am not using those that are 
marked “secret,” but only those that are unclassified. 

Secretary McErroy. Right. 


LACK OF PUBLIC UNDERSTANDING OF MEANING OF DEFENSE SUPPORT 


Senator SparkMan. I er mention that because it is a substan- 
tial item. By the way, Mr. Secretary, do you feel that there is a suffi- 
cient understanding among the people of the country as to just what 
this item “defense support” really means ? 

Secretary McExroy. Oh, I don’t think so. I think defense support 
is something which is not very well wnderstood around the country. 
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I believe the State Department regards this really as an element of 
economic assistance. 

Senator SparkKMAN. I never have thought of it as such. I have 
thought of it as being necessary for the maintenance of the defenses of 
those countries. 

In other words, we in effect say to a country that “If you will main- 
tain an adequate defense force, then we will underwrite your ec onomy 
to a certain extent, recognizing that you are not able out of your own 
economy to maintain this militar y force.” 

Secretary McExroy. I think you are quite right about that, but it 
is of an economic assistance nature. 

Senator SparkMAN. Yes. Of course, it has an economic impact upon 
the country. 

Secretary McExroy. But for the purpose that you si 

Senator SpaRKMAN. But it is to replace the parts of their economy 
that they have used in maintaining forces beyond their capabilities, 

Secretary McExroy. This assumes that these same individuals 
would be gainfully employed in a way in which this assistance would 
not be required. I think probably what would be true is that, as is 
so often the case, the truth is halfway between. You probably would 
have less of a load for economic assistance in that country if you did 
not have so many of their people in military units. But you probably 
would not really pick up the entire amount. 


LACK OF PUBLIC UNDERSTANDING OF ECONOMIC AID PROGRAMS 


Senator SparKMAN. Yes. I ask these questions because I have felt 
all along that a great deal of our difficulty from the people back 
home has come — the lack of a clear understanding of what these 
funds are for. I don’t think we have ever had any particular difficulty 
in getting Congress to go along with the military program. But 
most of the complaints have come with reference to economic pro- 
grams. I believe that if the country understood more clearly just what 
all of these things are for, it would be helpful to us. I believe, for 
instance, that considerable headw: ay has been made in the last year 
or so in vetting across to the people of the country that this program 
for military assistance is really a part of our own national defense. 
Don’t you believe so? 

Secretary McExroy. Yes. Certainly it seemed to me to be of suf- 
ficient importance that for what little I have been able to do as an 
individual during the last 2 or 3 months, I have been trying to inter- 
pret the importance of this program on the country, and certainly 
much more importantly than that, the President has been doing so. 

Senator Sparkman. I thought the President's presentation ‘of the 
program was very good, and I thought he made that point rather 
clear: That in maintaining these defenses, particular ly in countries 
like NATO and many of the other individual countries in different 
areas—perhaps not every one of the countries that might be men- 
tioned, but in a great many of the countries—that we are really tak- 
in part of the load off of ourselves. 

ecretary McExroy. The economic program is just much more 
difficult for people to understand as having that degree of urgency. 
As a matter of fact, I made a try at m: king: this one seem as pressing 
as the military part, and I confess I have not been able to do it, 
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and as a result my approach to taking my small piece of this by talk- 
ing around the country about the importance of mutual security is 
to talk about military assistance where I think you do have a vig- 
orous clear story, and hens that the importance then will rub off on 
the economic aspects of the program. 


CONTRIBUTION OF OUR ALLIES 


Senator Sparkman. I believe in your statement or General White’s 
statement, one reference was made to the fact that we had spent $22 
billion, but that our allies had spent $131 billion. Is that correct? 

General Wuire. That is almost correct, sir, $141 billion is correct 
for our allies. 

Secretary McExroy. 141, I think, sir. 

Senator Sparkman. Yes. I didn’t recall the exact figure. I think 
that is a rather telling point and one that the country ought to under- 
stand perhaps better than they do at the present time. 

Secretary McE roy. That’s right. 


PROBLEMS ARISING FROM OUR SALE OF ARMS 


Senator Sparkman. Now, Mr. Secretary, one thing that does cause 
me some concern is this item that the Chairman brought out with 
reference to some of the smaller countries. If I understood your reply 
correctly, it implied that we sometimes almost are forced into a posi- 
tion of selling arms to them to keep them from getting arms some- 
where else where we might not be so pleased. 

I recognize the necessity of that at times, and the difficulty of han- 
dling it. But I wonder if we don’t allow ourselves to get pushed 
into a corner under that policy? I am thinking particularly of the 
situation that we got into in Egypt, where we declined to sell arms 
and then Egypt bought them somewhere else. Apparently we had 
second thoughts and wished we had sold the arms. 

Then there was the problem of selling arms to Israel and balancing 
it off with the Arab countries. 

It seems to me that we worked ourselves into a difficult position 
there. Aren’t we likely to do that, if we take that attitude with some 
of the countries that are underdeveloped and not primarily interested 
in military matters and that would probably not make much of a 
contribution toward the maintenance of an adequate defense force for 
the free world. 

Secretary McE troy. These are some of the difficulties. The only 
thing I would say, Senator Sparkman, is that these decisions are not 
solely military decisions, as I am sure you know. The best judgment 
of the diplomatic forces of the country as well as the military go into 
these decisions when they are made. Attempts are made in those 
decisions to balance the advantage and the disadvantage of each one 
of these. So often in these international decisions you have to take 
a certain amount of disadvantage in what you do in exchange for 
what you hope or expect to get as an advantage. This committee, I 
am sure, understands this far better than I do as a military fellow. 

Senator SparkMAN. I have some other questions but I don’t want 
to take more time of the committee just now. 
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AGREEMENT WITHIN DEFENSE DEPARTMENT REGARDING NECESSITY OF 
MILITARY ASSISTANCE PROGRAMS 


The CHarrman. The Senator from Montana? 

Before Senator Sparkman finishes, I would like to say I also com- 

liment the President on the emphasis he has given to this program, 

think he has made some very fine statements about it and I hope he 
will keep it up. 

Secretary McE troy. I think that this committee must realize this, 
but I would like to emphasize it. There isn’t the slightest ditlerence 
of opinion within any of the top echelons of defense on the essentiality 
of this. We have a lot of differences in the Department of Defense, 
as all of you read in the newspapers. But there isn’t any difference 
on this point among any of the members of the Joint Chiefs of Staff 
or others at the top of the Department of Defense. This one we 
think is a must. 

Senator SpaRKMAN. Does that apply to the entire program ? 

Secretary McEtrox. Yes. 

Senator SparkMAN. Al] features of it, all phases of it? 

Secretary McEnroy. We think really the only right that we have is 
to feel that we have that strong a position on the military aspect for 
which we have the responsibility. 

I personally have equal confidence in the essentiality of the eco- 
nomic part of the program, but I have not put that in those terms 
before the Joint Chiefs of Staff. 

The Cuatrman. I appreciate the Senator's yielding. 


MILITARY ASSISTANCE REQUIREMENTS 


Senator Mansrietp. Mr. Secretary, in response to the statements 
read by the Senator from Kansas relative to Under Secretary Dillon’s 
appearance before this committee, I note from looking at the figures 
requested this year that for military assistance $1,600 million is asked, 
and for defense support $835 million, making a total of $2,435 million. 
That appears to add up to about 62 percent of the authorization re- 
quested by the administration to go into military assistance and de- 
fense support. 

Secretary McExtroy. If I understood the quotation from Mr. Dil- 
lon, it was that he was referring to the underdeveloped countries but 
not to the program as a whole. I believe that’s right, Senator. 

Senator Cartson. I appreciate very much your clearing it up. I 
think that is correct. 

Secretary McExroy. That was what I understood. 

Senator SparKMAN. May I say that Secretary Dillon’s testimony 
tied the shift in emphasis from military to economic to the under- 
developed countries. 

Senator Mansriecp. But insofar as the bill before us is concerned, 
62 percent of that roughly does go for military assistance and defense 
support. 

Secretary McErroy. That’s right. 

Senator Mansrietp. Now on page 5 of your statement, Mr. Sec: 
retary, I quote: 


As the President pointed out in his letter on the Draper Committee recommen- 
dations, it is possible that there may be a requirement for further obligational 
authority in addition to this $1.6 billion minimum. 





eo f es oP 


a 





Vy 
r- 


d. 


se 


(‘+ 


n- 


MUTUAL SECURITY ACT OF 1959 197 


Did not the President just last week say that he would not ask for 
additional funds for this particular program for this fiscal year or 
for the coming fiscal year, but that he would postpone it a year? 

Secretary McEtroy. No; I think he reserved the right, Senator 
Mansfield, to come back for a supplemental appropriation at the be- 
ginning of the next session of Congress, if that were considered to be 
needed. 

NATO FORCE GOALS NOT BEING MET 


Senator Mansrietp. Now you mentioned NATO several times in 
your prepared statement, as did General White. In your opinion 
has NATO met its force goals under the Lisbon agreement of De- 
cember 1952 ? 

Secretary McExroy. I was thrown by your reference to the Lisbon 
agreement. There have been a couple of reviews of military require- 
ments, Senator, since then, the most recent one having been adopted 
last year and contained in a document referred to as MC-70—Mili- 
tary Committee Report No. 70. The force goals are now embodied 
in MC_70. But I could say with respect to that one, if your question 
might apply also to that, that the full force goals recommended in 
MC-70 are not currently being met by all countries. But they have 
been accepted as planning objectives. 

Senator Mansrievp. The reason I raised the question is that, as I 
recall, at Lisbon in December 1952, the NATO powers agreed to a 
complement of something on the order of 95 or 96 divisions. It is my 
understanding that at the present time there are less than 30 divisions 
conservatively speaking which are combat ready. Is that a true state- 
ment, including the five American divisions ? 

Secretary McEnroy. I wonder if we can hold that one until execu- 
tive session, Senator Mansfield ? 

Senator Mansrrevp. All right. 


EXTENT OF DEFENSE EFFORTS OF OUR ALLIES 


Now it is stated on pages 5 and 6, and again I quote: 


Above all it [the military assistance program now before Congress] will sup- 
port the defense efforts of our allies and encourage their contribution and 
commitment to the cause of mutual defense. 


What about the reduction in conscription periods in countries like 
Belgium and Denmark? What about the French forces being with- 
drawn to Algeria rather than being kept in Germany as the French 
agreed to under the NATO agreement ? 

Secretary McExroy. These are the variations that come in the work- 
ing out of an alliance. These of course are not the things that those 
of us who are holding our draft period and who are insisting on meet- 
ing our own requirements regard as helpful. 

But each one of these countries has its own internal problem, and 
the only thing I would say is that these relatively unfavorable occur- 
rences have to be taken into consideration with those which are favor- 
able, and I think the overall result of NATO is an extremely favor- 
able one, and I believe this committee would think so. 

Senator Mansrietp. I have a great deal of faith in NATO, but on 
occasion I sometimes think ‘it is more of a symbol than a shield, and 
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that the strength which the different countries have said they would 
furnish has not been up to par. — 
But I will go to another question. 


ELIMINATION OF POSSIBLE CONFLICT OF INTEREST ON PART OF MILITARY 
ADVISERS IN LATIN AMERCA 


I am informed, Mr. Secretary, that the Defense Department. has 
carried out the provisions of a change in the law made last year which 
sought to eliminate any possibility of a conflict of interest on the part 
of our military officers who advise Latin American governments as 
well asthe Department of Defense. 

I think the Defense Department is to be congratulated for what it 
has done in that field so far. Would you comment on that change, 
and would you furnish the committee with a detailed report on it in- 
cluding data comparing financial and other benefits to officers under 
the old and the new arrangements? I realize that you have not got 
all of that information at your disposal, but could you furnish it for 
the committee ? 

Secretary McEtroy. We will be glad to submit such a report for 
this record. I would say, Senator Mansfield, that this was accom- 
plished effective April 1 of 1959, and the conditions that were pre- 
scribed have been met. We will be glad to submit a report that gives 
the detail of that. 

Senator Mansrietp. Again I want to say that I think you should 
be congratulated because it was not an easy change to make and I 
realize it takes a little time. 

(The information referred to is as follows :) 


MILITARY MISSION ALLOWANCES 


The amendments enacted by the Mutual Security Act of 1958 which prohibit 
payment of emoluments by foreign governments directly to mission personnel 
consist of two provisions: 

The first, section 401(c), amends section 527 of the Mutual Security Act 
of 1954, as amended, by adding a new subsection (e) which states that, 
notwithstanding the provisions of 10 U.S.C. 712 or any other law, U.S. off- 
cers and employees performing functions under the Mutual Security Act shall 
not accept any compensation or other benefits from any foreign nation. The 
second, section 502(k), amends 10 U.S.C. 712(b), which authorizes the Presi- 
dent to send missions to foreign countries, by deleting therefrom the authority 
of members of missions to accept compensation and emoluments from the coun- 
try to which detailed. Both amendments became effective April 1, 1959. 

Negotiating instructions were sent to all the countries where missions are 
now maintained at various times during the months of January, February, 
and March, 1959. Because of differences in the existing mission agreements 
and other complicating factors in the several countries involved, it was not 
possible to send negotiating instructions to all countries on the same date. 
As of May 4, agreements have been signed with the following countries: Bolivia, 
Colombia, Costa Rica, Dominican Republic, El Salvador, Haiti, Paraguay, and 
Venezuela. 
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In essence, these agreements simply provide that benefits and compensations 
payable by each government to individual members of the U.S. missions to 
that government or to the heirs or legal representatives of such members 
under certain specified articles of the agreements shall be made on and after 
April 1, 1959, in the same amounts and to the same extent to the Government 
of the United States. The agreements further provide that, in the interest 
of ease of administration, such payments be made periodically after April 1, 
1959, in lump sums in accordance with arrangements to be effected between 
representatives of the two governments. 

Since it was anticipated that agreements might not be concluded prior to 
April 1, 1959, instructions were sent by the three services on March 25, 1959, 
advising all members of the missions that eligibility for payment by the 
host government would end as of March 31, 1959. Mission members were in- 
structed that payments received after that date should be turned over to the 
appropriate U.S. disbursing officer for deposit in the U.S. Treasury. The mis- 
sion members were also advised, however, that in the event the host govern- 
ment had not made timely payments of amounts accrued on or before March 31, 
1959, such back payments may be received by mission members after that date. 

Overseas allowances.—A new system of overseas allowances has recently 
been placed in effect. The new system, patterned generally after that in use 
for many years by the Department of State, is believed to be more equitable 
to both the Government and personnel involved. 

The new overseas station allowance system consists of two components— 
the quarters allowance and the cost-of-living allowance. The quarters allow- 
ance is established to pay for overseas rental costs which are in excess of 
normal U.S. rental costs. The cost-of-living allowance provides for all ele- 
ments of the cost of living (except housing) which are greater than average 
U.S. costs. 

Each of these components will vary according to the number of dependents 
and the grade of the member. 

To determine the station allowance for quarters, members are required to 
report their actual expenditures for housing, including utility costs. The ex- 
treme highs and lows are discarded, and the average rental actually paid 
(by grade) is determined. The excess of that average over the member’s basic 
allowance for quarters (BAQ) determines the station allowance for quarters 
for his grade. 

The cost-of-living allowance is established by applying the local living index 
to the expenditure base computed for each grade and family size. The expendi- 
ture base represents the average net income minus Federal income tax, sav- 
ings, insurance, gifts, and contributions. The amount remaining, or expenditure 
base, thus represents the amount of money normally spent for those items 
included in the measured elements of the cost of living. 

These allowances are reviewed periodically to insure that they are in line 
with actual living costs in the country concerned. The new system, as de- 
scribed above, operates to preserve the member’s ability to live in an overseas 
area on a scale commensurate with his ability to live in an average cost 
area at home. 

In addition, a new uniform scale of representation allowances has been 
established which provides for the following maximum per annum payments 
on a voucherable basis: 


ra ON ANION at cet me hp nen eo $1, 200 
Deputy mission and/or service section chief._..__.-_-_------_--------_- 800 
faerade oficers (O-4,:O-5; O-6)  ... 2. orange nee Sate cne ewe 100 


The total amount authorized for each mission may not exceed $7,000 per annum. 
This is the same scale previously used only for MAAG’s. When both a MAAG 
and mission operate in the same country, they are considered as a single 
entity for representation allowance purposes. 

Attached is a tabular summary of the old and new pay and allowance 
scales for typical mission members. 
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DURATION OF MILITARY AND DEFENSE SUPPORT PROGRAM 


One last question : How long, Mr. Secretary, do you envisage a mili- 
tary assistance and defense support program continuing ? 

Secretary McExroy. I think I would expect it to continue indefi- 
nitely. 

Senator Mansrievp. That is all, Mr. Chairman. 

The Cuatrman. The Senator from Oregon ? 

Senator Morse. I have a few questions, Mr. Secretary. First I 
want to say I am glad to have your statement for further study and 
further breakdown in executive session. I think that is where we will 
have to come to grips with some of the problems I want now to raise, 
because it seems to me that by and large all your statement amounts 
to this morning is that you advise us that you people in the military 
have reached these conclusions and you think that is what ought to be 
done from the standpoint of military policy, and that you hope we 
will accept your judgment. It is your judgment I want to go into, 
because I happen to be one who believes that a good many millions of 
dollars can be saved out of your request, and I am inclined to think 
that the country would be better off if they were saved. 


EXTENT TO WHICH NATO FORCE GOALS HAVE BEEN MET 


I want you to understand, as you will find also in executive session, 
I am going to vote for every dollar you can show is needed to make 
clear to Russia at all times that she has everything to lose and nothing 
to gain by an aggressive course of action against the free world. I 
have a 15-year voting record in support of that premise. But I also 
have a record insisting that where savings to the American taxpayers 
can be made they must be made. That leads me to the first question. 
I am for giving NATO what it needs. But there is an implication 
in the question that the Senator from Montana asked that I think we 
have got to have broken down in executive session: That is the extent 
that some of our allies in NATO have not met their goals, and thus 
have put the burden on the taxpayers of this country to a greater 
extent than we as Senators ought to let it continue to be a fact. And 
so I join with the Senator from Montana in what I consider to bea 
request that we have for executive session information prepared by 
you that will give us the facts about any failure on the part of any of 
our allies in NATO to meet their goals. 


PARTICIPATION OF FRANCE IN NATO 


Second, I would expect in that discussion in executive session facts 
about the French situation, because to the extent that France has 
drained off of NATO supplies and manpower for her own colonial 
policies in Algeria, it ends up that the taxpayers of the United States 
are supporting that French policy. I think our people ought to have 
a chance to pass judgment on whether or not they want to support 
the French policy in Algeria. I think this Government would be 
rreatly surprised to find out what American public opinion would 
ce on it once they got the facts. 

Some of us who don’t share the French point of view in regard to 
Algeria have the duty, so long as this is our trust, to get these facts 
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out to the American people to the extent that we can without jeopard- 
izing the military security of our own country. But I do not accept 
the common opinion being expressed that NATO is not subject to 
some savings. I happen to think that it is. 


MILITARY ASSISTANCE PROGRAMS IN DICTATORSHIP COUNTRIES 


Now I turn to these other countries in which I think the burden of 
proof is on the administration to justify the amounts of money for 
military support they are asking. 

There has been discussion in the past on that. Does Pakistan 
maintain a democratic form of government ? 

Secretary McExroy. Well, I confess I don’t know whether you 
would consider it that today or not. You have certain differences 
certainly from our own form of democracy. 

Senator Morsr. Isn’t it your understanding that in the recent past 
Pakistan has suspended most of the democratic procedures that previ- 
ously existed and in fact it is being operated now under what might 
be called for want of a better term a “totalitarian” form of govern- 
ment ? 

Secretary McE.roy. Again that word “totalitarian” is a little strong 
for me, Senator. Certainly some of the democratic forms have been 
suspended at this time. 

Senator Morse. Would you like to go through with me then the 
Bill of Rights and tell me which part of the Bill of Rights that you 
and I recognize as the very essence of freedom exists in Pakistan ? 

Secretary McEtroy. I haven’t that detailed an understanding about 
their government, Senator Morse. 

Senator Morse. As Secretary of Defense, then, you do not know 
whether or not the United States is pouring defense money into a 
democratic form of government or a totalitarian form of government 
in Pakistan ? 

Secretary McExroy. I know in a general way what changes have 
taken place in the Pakistan form of government. 

As a matter of fact, I happen to have left Karachi, Senator Morse, 
the night before General Ayub became the head of that government. 
There have been expressions of the democratic form of government— 
the expression on the part of General Ayub that he expects to return 
to a democratic form of government. I don’t really know precisely 
what the present situation is. 

Senator Morse. Mr. Secretary, you do know, don’t you, that it is a 
pretty common propaganda practice of dictators to hold oyt the bait 
that a better day will come in the future while they exercise at the 
present time a suspension of civil rights, and those rights that deter- 
mine whether or not a population is free or living under a police state. 
Isn’t that a common dictatorship practice ? 

Secretary McEtroy. I think certainly it has been done before, but 
I am inclined to believe well of our friends, Senator Morse. 

Senator Morse. I am raising the question as to whether or not they 
are friends. Do you think that our military support of Pakistan has 
strengthened our diplomatic relations with India? 

Secretary McExroy. Here again, Senator Morse, this is the kind of 
thing which has to be weighed with the best capability of our admin- 
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istration, which is not in the Defense Department but in the State 
Department. I believe that with the rather clear demonstration 
in Tibet of where the true enemy is of both India and Pakistan, you 
have let’s say a stronger likelihood of reducing the tensions between 
those two countries. I would hope then for a focusing of the atten- 
tions of both of those countries on their problems in the North. 

Senator Morse. Of course, I think they have to be weighed, Mr, 
Secretary, and that is what I seek to do—weigh them as a matter of 
policy. Thank God in this country we still have a free press and free 
speech to weigh these policies when we find ourselves in disagreement 
with the administration which is supporting, in our opinion, too much 
dictatorship around the world and not enough freedom. That is why 
I am raising these questions, because in my judgment great savings 
can be made in your proposed budget in respect to military aid to 
totalitarian regimes. Here is one Senator who is not going to vote 
for supporting communism or fascism or any other form of dictator- 
ship, because in the long run it is not going to make my country 
secure. 

You are not going to strengthen America by supporting a bunch 
of dictators around the world, whether they are Communist or Fascist, 
and because of this I raise this matter. I am going to take a long 
hard look at the recommendations for Pakistan, because it isn’t cre- 
ating good will for us in that part of Asia. I think it is one place 
where there can be a cutback. What kind of government have we got 
in Thailand today ? 

Secretary McExroy. I think you have a government which is some- 
what like that in Pakistan. It has a strong executive at the top and 
there has been a suspension of some of the democratic forms. 

Senator Morse. It is true, isn’t it, that that strong executive at the 
top, who happens to be a general, has made a request recently for $60 
million more than he has been getting, because he has represented that 
we are giving more money to some other southeast Asian countries 
and, therefore, he thinks he ought to get some more? 

Secretary McExroy. I don’t happen to know whether that is true 
or not, Senator, but I would say that is the kind of thing that we have 
with regularity from the many countries with which we are doing 
military assistance business. 


MILITARY VERSUS ECONOMIC ASSISTANCE TO LATIN AMERICA 


Senator Morse. Now moving into Latin America and our military 
support of some nondemocratic regimes down there; I will preface 
this question by saying that this committee last year had a very in- 
teresting luncheon with a couple of parliamentarians from Chile, one 
an ex-senator and another a present member of their house. He put 
us back on our haunches a bit with a direct question : 

“What do you send this military aid for? What good do you think 
it does in Latin America? Let me tell you what it does. It stirs up 
trouble within our countries and between our countris. Why dont 
you enter into an agreement with the Latin American States that 
you will protect our territorial integrity, you will protect us from 
aggression from without, and spend that money by way of loans for 
economic projects that will do something to help the standard of 
living of our people?” 
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We had a little difficulty on this committee at that luncheon to punch 
any holes in this parliamentarian’s advice to us. And so I want to 
ask you the question: Why shouldn’t we save a substantial amount 
of money that you have in this proposal for Latin America and trans- 
fer it to economic loans for specific projects that will help the standard 
of living of these people? We could thus give assurances to Latin 
American countries that they have no cause for concern as to the 
support they are going to get from us if there is aggression from 
without or in case that there is aggression from one Latin American 
country against another Latin American country. What is so undesir- 
able about that approach, rather than continuing to send money to 
Latin American dictators who give us as much trouble as they have 
in recent years? 

Secretary McExroy. I think that there would be no difficulty about 
giving the Latin American countries assurance about their protection 
from any aggression from without. 

Senator Morse. I am for doing it. 

Secretary McExnroy. I think that is clearly the policy of this coun- 
try and has been ever since Mr. Monroe. 

With respect to the conflicts between nations of Central and South 
America, I think the Organization of American States approach is 
a better one because it becomes a joint approach and does not seem to 
put the United States in a position of being a policeman. 

Senator Morsr. Obviously we should do it through the Organiza- 
tion of American States. 


ANTISUBMARINE MISSION IN LATIN AMERICA 


Secretary McExnroy. Yes. Now there is one military mission that 
can be helpfully supported, and I am talking of a free world mission 
by the countries of South America. That is in the antisubmarine 
kind of effort. 

Generally speaking it isn’t a huge kind of expenditure but it makes 
sense because, as you well know, the submarine can and does range 
the seas. Wherever shipping goes, that is the place where as far as 
an opponent is concerned, and he has many submarines, he could find 
that he would be very effective in disrupting that kind of transport. 

Now with those exceptions, I would say that whatever can be done 
in improving the help that we give to Latin America in an economic 
way, | am for doing. I think that it needs to be the kind of thing 
which is in support of a strong self-help program, and I believe that 
there has been quite a lot of consideration of that in South America 
just very recently. I would hope that the countries together down 
there are going to find a way in which they jointly can support each 
other’s effort to expand their standards of living. 

Senator Morse. Mr. Secretary, I have three more points relating 
tothis which I want to raise very quickly. This matter of submarine 
defense—when we support submarine defense in the Latin American 
area, we are supporting defense not only for ourselves but for those 
countries too, are we not ? 

Secretary McErroy. Yes. It is a free world effort. 
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BASE AGREEMENTS FOR DEFENSE OF WESTERN HEMISPHERE 


Senator Morsr. Why are we not making more of an approach to 
entering into agreements with them whereby we will maintain the 
necessary bases for submarine defense rather than pouring military 
aid money into most countries (which sometimes goes for a diversity 
of purposes) and do our own defending on the basis of treaty arrange- 
ments with them—again, I hope, worked out through the Organiza- 
tion of American States. 

Secretary McEtroy. What we try to do, Senator, is to extend our 
own military forces to the minimum extent around the world in ac- 
complishing the free world mission. There are many disadvantages 
as I am sure you would see both from our standpoint and from the 
standpoint of the receiving country to our sending our forces with 
their higher living standard around into various countries of the 
world. 

I think if it could be done and if we could fully rely on indigenous 
forces everywhere, it is very much more to our advantage to do so in 
all of these defensive missions. 





STRENGTHENING DICTATOR REGIMES BY MILITARY ASSISTANCE PROGRAMS 


Senator Morse. One of our difficulties in Latin America is that this 
so-called military aid money or defense money is going into too many 
regimes in which it in fact is used to strengthen that regime, only to 
have that regime later embarrass us in some Latin American incident 
or getting itself involved in a revolution. Then the charge is made, 
well, the United States is in effect maintaining this regime by its arms. 

It seems to me that bears upon a comment, if I understood you cor- 
rectly, that you made to this effect: If we don’t maintain stable gov- 
ernments, then there is no justification for economic assistance. 

I am troubled with that argument because I ask myself what kind 
of a government are we maintaining as a stable government. That 
is what the world is asking us in many places, and that is what the 
people in the parts of the world that we have got to win over to the 
cause of freedom are asking us. 

What about maintaining some of these governments? I ask whether 
or not this committee should go into the consideration of whether 
we can justify giving military assistance to maintain a government 
that does not provide the people with democratic processes. I think 
it is a very questionable national policy—I will be through in a 
minute. 


SUPPLYING ARMS BECAUSE IF WE DON’T, ANOTHER COUNTRY WILL 


And that leads into another comment that you made—that one of 
the reasons that we supply arms is that if we don’t somebody else will. 

I don’t buy that argument. I think we are yielding to a form of 
international blackmail. Let’s find out if they will. Let’s find out 
if we are dealing with that kind of a country. Let’s find out if 
we are dealing in Latin America with a country to which we say, 
“We are willing to join in a pact to protect your territorial integrity. 
We are willing to join in a program that will give you the loans 
necessary to build projects that your people need. But we do not feel 
we can tax the American taxpayers for that kind of a program and 
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then have (as the records of my subcommittee will show) your own 


military expenditures run somewhere between 20 and 30 percent of 
the national budget, way beyond what you can afford to pay and 
maintain a decent standard of living for your people.” 

If we are supporting nations that would run to the Communist 
side of the world as a sort of device to blackmail us into supporting 
their regimes, I am for finding that out, rather that yielding to that 
kind of pressure. I would like to have your observation on that. 

Secretary McExroy. This can be done and we have been doing a 
certain amount of it in the Near East.. Again, however, it seems to 
me that you are asking me to get into areas which are primarily 
the responsibility not of the De partment of Defense but the Depart- 
ment of State. ‘These are the kinds of decisions which ultimately 
are taken by the diplomatic forces of government and not by the 
military forces. 

Senator Morse. I recognize that, Mr. Secretary, but I also rec- 
ognize the terrific position of psychological power you men from the 
Pentagon Building have in this country. You come forward, as 
you come forward this morning, and then in effect say in these state- 
ments, this is what we have got to have to be secure. And it is 
our duty to really dig in and analyze the facts to see whether or 
not you can support it, because there isn’t a single one of us who does 
not want to vote anything that has to be voted to keep our country 
secure. 

You gentlemen know that. But on the other hand we have to be 
on ouard against fear arguments. I am not quarreling with you. 


CALL FOR CAREFUL EXAMINATION OF MILITARY AID PROGRAMS 


Iam just stating an opposite position. I am simply saying as one 
who served on the Armed Services Committee for 8 years, and now 
for several years on the Foreign Relations Committee, I have con- 
cluded and I think I am a pretty good psychologist that, many times 
unintentionally, the fear argument has been overplayed i in the Pen- 
tagon Building. It is easy to scare the American people, when they 
don’t have all the facts, into taking the position “Don’t question the 
military. After all they are a group of experts and they are dedicated 
men and you mustn’t raise any question. 

It is pretty tough for a politician who raises it, but I never run 
away from the tough ones, and I happen to believe that your argu- 
ments before this committee have got to be very carefully examined 
before we vote, before I vote at least, for any $1.6 billion for this 
program, when I see you pouring money into countries which in my 
judgment are going to cause trouble. 

I think you are going to have trouble over Pakistan. I think you 
are going to have trouble over pouring money into countries such as 
Thailand. And I am convinced as chairman of the Latin American 
Subcommittee we are going to have a lot of trouble if we don’t change 
our course of action ‘military wise in regard to Latin America. I 
didn’t mean to make a speech but I think it is only fair to you to know 
that I am going to approach your requests from this standpoint. I 
have said before that I am not going to support money into dictator- 
ships, and I am going to continue opposing it, Mr. Chairman. | 
think the attention of these gentlemen ought to be called to the rec- 
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ommendations in the studies that were made for us 2 years ago by a 
group of experts, which cost us some $240,000. I have been offering 
their proposals as amendments, and I shall make them again this year, 

You will find in those studies serious questions raised as to the mili- 
tary support of dictatorship countries. I am all through, Mr. Chair. 
man. 

Secretary McE roy. May I, Mr. Chairman, simply make some ob- 
servation ? 

The CHatrman. Yes, Mr. Secretary. Go right ahead. 

Senator Morse. By all means. 

Secretary McExroy. I want to say first of all we would welcome the 
opportunity of discussing each one of these programs with the com- 
mittee and members of our Defense Department are prepared to do so 
in detail. 

It may not be inappropriate for me to say that the Defense Depart- 
ment is not in my opinion the only part of Government which has 
been using the fear psychology for the purposes of promoting defense, 

Senator Morse. I join with you in that statement. 


COMMITTEE PROCEDURE 


Senator Cuurcu. Mr. Chairman, may I make an inquiry at this 
point ? 

The Cuatrman. Senator Church. 

Senator Cuurcu. Mr. Chairman, I note that the Senator from 
Minnesota and the Senator from Massachusetts are here and they have 
not yet had an opportunity to inquire of the Secretary. It is now a 
minute after 12. I have some questions that I think ought properly 
to be put to the Secretary in public, not in executive session, and I am 
wondering if the chairman could enlighten me as to the availability of 
the Secretary and as to my opportunity to put these questions after 
the Senator from Minnesota and the Senator from Massachusetts 
have had their chance, so that I can plan my day accordingly. 

The Cuarrman. Mr. Secretary, how long can you stay this morning 
or can you come back this afternoon ? 

Secretary McExroy. I will stay right through until everybody 
finishes. I don’t need much sustenance, as you can see by looking at 
me. 

The Cuatrman. You would prefer to stay rather than come back 
in this afternoon ? 

Secretary McExroy. I will do whatever the committee would like, 
I will be glad to stay on through if it turns ont to be satisfactory to 
the committee. On the other hand, I will be glad to come back if you 
would prefer. 

The Cuarrman. The Senator can be guided by that. If the remain- 
ing Senators do not take too long you may have an opportunity this 
morning. 

I think due to other engagements, I will have to adjourn this meet- 
ing by a quarter to 1. But then if we don’t finish by a quarter to 1 
I will have to ask you to come back this afternoon, Mr. Secretary. 

Secretary McE troy. I will be glad to do it, sir. 

Senator Cuurcu. Mr. Chairman, I have some luncheon complica 
tions too which I would be glad to set over. But if it develops that the 
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Secretary will have to come back anyway, we could have a public 
session this afternoon followed by the executive session. 

The Caarrman. Until you have completed. I think we will have 
to go over to this afternoon because there are a lot of things in execu- 
tive session I know we will want to ask you if that is agreeable. 

Secretary McExroy. It is quite agreeable. 

The Cuatrrman. What time would be agreeable to you? 

Secretary McE roy. Just any time you say, sir, any time that is 
convenient to your committee. 

The Cuarmman. I would suggest about 2:30. Would that give you 
enough time ? 

Secretary McEtroy. That would be excellent. 

The Cuarrman. Two-thirty then. We will resume at 2:30 with our 
public hearing here if there are still questions, but if not it will be 
executive, depending upon the questions. 

Secretary McErroy. The thing I would hope, sir, since General 
White and myself are really not prepared for the detailed discus- 
sions, is not to get into a country-by country discussion except on the 
basis of principle. 

The Cuamrman. Are some of your associates here prepared to talk 
about that ? 

Secretary McExroy. Oh, yes, they are. 

The Cuartrman. All right, is that a satisfactory understanding, 
Senator ? 

Senator Cuurcn. That is satisfactory. 

The CuHatrman. Senator Kennedy, do you have some questions? 


DETERMINING MATERIEL SENT ABROAD UNDER MILITARY ASSISTANCE 
PROGRAMS 


Senator Kennepy. I will be brief, sir. I refer to page 4 of this 
“Military Assistance—Budgetary and Fiscal Status,” which I think 
has been made available to members of the committee. I don’t find 
it very informative. It says “materiel” which of course is by far 
the great bulk, four-fifths, $2.93 billion. Footnote 1 says “Includes 
MAP orders, military sales, direct procurement in United States.” 
Now I assume that in the executive session this may be filled in in 
more detail. Is it impossible to fill it in in more detail now? What 
are MAP orders ? 

Secretary McExroy. The regional hearings would be the place 
where that would ordinarily be developed in detail. 

Senator Kennepy. Let me ask you: When this assistance is given 
toa foreign country the negotiations, as I understand it, take place 
first in the field. Let’s take the case of Pakistan. Pakistan and the 
American mission come to a conclusion as to what is needed. 

Secretary McExroy. That’s right. There is a country team which 
is chaired by the Ambassador of the country. 

Senator Kennepy. Then you make the allocation. You sell surplus 
and new material to them? Who makes the determination as to what 
percentage will be surplus planes and what percentage will be new? 

Secretary McExtroy. This is a matter on which there is advice from 
the Chiefs. This then is discussed within Government and the deci- 
sion ultimately is made jointly between State and Defense. 
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TYPES OF AIRCRAFT SENT ABROAD UNDER MILITARY AID PROGRAM 


Senator Kennepy. If it is possible for you to answer that here, 
what percentage of the planes which are now being sent overseas 
under this program, are considered surplus by our forces? 

Secretary McExroy. I wanted simply to confirm this. We are not 
thinking of the planes that are being sent overseas at this time as 
being surplus at. all. 

Senator Kennepy. Are they surplus to our forces? 

Secretary McErroy. We are buying additional planes, and they 
would become excess as we purchase and receive the more advanced 
planes. 

Senator Kennepy. re me just ask you what kind of fighters are 
going overseas, so we can get an idea of whether our forces are 
equipped with them or abate these planes are considered surplus 
to anything, say, but reserve training in the United States? 

Secretary McExiroy. Some of these are the 100 series, but we are also 
about to furnish the Air Guard with 100 series planes; that is correct, 
isn’t it? 

General Wuire. Yes. 

Secretary McExtroy. But we don’t consider they are excess when 
we supply them to the Air Guard, because the Air National Guard is 
one of our ready forces for air defense in this country. 

Senator Kennepy. These planes are new, are they, that we are 
sending overseas? Have they been used ? 

General Wurte. They have been used, sir. We give them a con- 
plete overhaul. 

Senator Kennepy. Isee. You are sending no new planes purchased 
from a factory ? 

General Wuirr. Maybe in some cases we purchase them, but they 
are types that we presently have in inventory. 

Senator Kennepy. Are you sending bombers overseas ? 

General Wurre. In one instance only. 

Senator Kennepy. But the rest are fighter planes? 

General Wuire. The rest are fighters and fighter bombers. 


PRICING FORMULA FOR MATERIEL PROVIDED MILITARY ASSISTANCE 
PROGRAM 


Senator Kennepy. Now what about tanks and so on? You are 
sending used equipment ? 

General Wurre. I believe the same principle applies. I am less 
familiar with that than I am with the aircraft, but I believe the same 
thing applies to Army equipment. 

Senator Kennepy. How do you determine the dollar value of this 
equipment ? 

General Wuire. There is a pricing formula in effect. I can’t state 
what it is. I would be delighted to give it to you for the record. 

Senator Kennepy. How isthe formula drawn up? 
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(The information referred to follows :) 


PRICING POLICY FOR MATERIEL PROVIDED TO THE MILITARY ASSISTANCE PROGRAM 


The basic guidance for determining the price of equipment to the military 
assistance program is contained in the Mutual Security Act. Section 454(h) 
of the act, which relates to definitions, was amended in 1956 to provide that 
the term “value” (except in the case of excess equipment or materials) 
shall mean— 

(1) The price of equipment or materials obtaining for similar trans- 
actions between the Armed Forces of the United States; 

(2) Where there are no similar transactions within the meaning of 
paragraph (1), the gross cost to the United States adjusted as appro- 
priate for condition and market value. 

In the case of excess equipment or materials furnished the MAP, “value” 
is determined as the gross cost of repairing, rehabilitating, or modifying such 
equipment or materials prior to being furnished. 

In accordance with the 1956 amendment to the act cited above, DOD Di- 
rective 7510.1, entitled “Uniform Pricing Policy for Materials, Supplies, and 
Equipment Financed by Military Appropriated Funds,” was issued promul- 
gating policy that the pricing of items sold to the military assistance program 
shall be identical to the pricing of items for sale to other military depart- 
ments or other Federal agencies; or if none exists, that prices shall be 
adjusted to reflect condition and current market cost. 

Also, the Assistant Secretary of Defense issued a memorandum to the mili- 
tary departments setting forth specific instructions for pricing aircraft being 
programed to the military assistance program. The instructions covered air- 
craft from service stocks, as well as new production. Aircraft from service 
stocks, under the instructions, are priced on a flyaway cost basis plus modi- 
fications and less a depreciation factor of 10 percent for each year the air- 
craft is in Air Force inventory, provided the adjusted price including re 
habilitation does not exceed 90 percent of the flyaway cost of the latest 
procurement block of the identical aircraft under study. 

General Wuire. The number of hours that the equipment has been 
flown plus what it costs to overhaul. 

~ ai 7 ° J 

Senator Krnnepy. Now as I understand it, they then compensate 
the Air Force. 

General Wuirr. The MAP appropriation compensates the Air 
Force. 

Senator Kennepy. And who sets the value, MAP or the Air Force 
or together ? 

General Wuirr. It is set together, I should say. We don’t always 
win either, Senator. 

Senator Kennepy. There have been some changes, I hope, in the 
formula compared to what it was 3 or 4 years ago. 

« > 

Secretary McEnroy. There is a pricing formula in the statute, 

Senator Kennedy. 


DETERMINING VALUE OF AIRCRAFT FURNISHED UNDER MILITARY 
ASSISTANCE PROGRAM 


Senator Kennepy. Could you tell me in the case of a fighter what 
isthe average reduction from its new purchase price ? 

General Wuirr. It is a quite high percentage, but I cannot give it 
to you offhand. 

Secretary McEtroy. You mean the discount is high ? 
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General Wuire. Yes. 
Senator Kennepy. The discount is high. 
General Wurrr. In some cases depending on the age of the air- 
craft. 
USE OF FUNDS FROM MILITARY EQUIPMENT SALES 


Senator Kennepy. Now what does the Air Force then do with 
that money which it gets? 

General Wuire. We reprogram it. It is added to our fund ayail- 
ability for use as we get approval to use it. 

Secretary McEtroy. This is computed, Senator Kennedy, as you 
make up your defense budget. You reduce the amount of new money 
that you ask for, based on what you expect to get through military 
assistance sales. 

Senator Kennepy. When the budget comes up to us and it has $40 
or $41 billion for defense, does this 2-billion-odd dollars or $3 billion 
go into the President’s budget? Is it part of that $41 billion or is it 
added to the $41 billion ? 

Secretary McEtroy. No, no; the $41 billion is our own defense 
program, and this $3.9 billion is an additional budget. It is a budget 
outside of the defense budget. 

Senator Kennepy. What controls are exerted by the Congress over 
how you spend that money ? 

Secretary McEtroy. The Defense Subcommittees of the Appro- 
priations Cala Whane understand exactly what these figures are and 
are kept in touch with it. 


DETERMINING VALUE OF MATERIEL DELIVERED TO MILITARY ASSISTANCE 
PROGRAM 


Senator Kennepy. I would like to see if I can get a little more in- 
formation as to the chain of command. You made the statement, 
I think, in answer to Senator Morse, that the Pakistanis were spend- 
ing more on defense than we thought necessary. 

Secretary McExroy. They have larger forces. 

Senator Kennepy. They are spending more? 

Secretary McEnroy. Yes, that’s right; it would be spending more. 

Senator Kennepy. I would like to find out a little more how you 
reach the judgment as to what should be spent for defense and what 
they feel they should spend, then how the decision is reached as to 
what we are going to give them, and then exactly what the formula 
is for charging off this military equipment. 

We, of course, are appropriating money to the Defense Department 
by this means. We are glad to do this, but we are anxious that we 
don’t give the impression that we are distributing a good deal more 
than we actually are. It all comes down to what your discount 
rate is. 

Secretary McExroy. This is all true. We will be very glad to give 
the amounts that are recovered for the defense appropriation for the 
years of the past and what we are expecting for the future. 
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(The following information was subsequently furnished for the 


record :) 
L1r- 
VALUE OF MATERIEL DELIVERED TO THE MILITARY ASSISTANCE PROGRAMS BY THE 
U.S. Mimirary DEPARTMENTS FRoM Jury 1, 1954, To June 30, 1958 
Under the provisions of section 108 of the mutual security appropriation 
ith legislation, the military assistance program has reimbursed military depart- 
ments by year for the past 4 fiscal years as follows: 
ail- [In millions of dollars] 
you Fiseal year | Army Navy Air Force Total 
ney aa | | : iit nila nema 
a SE ncucdecascuusssuss * 549.3 76.8 408. 4 1, 034. 5 
ry on cg hebben dea canon 739. 4 84. 4 934.8 1, 808. 6 
IN esieck ad atiad Pict aacsuitannsic 415.5 73.1 848. 3 1, 336. 9 
| SATE ee a 414.4 96.1 786. 7 1, 297. 2 
EGIINIGLO) . onc cccccnececdonn ‘ —=, 680. 0 135.0 815. 0 1, 630. 0 
‘ion OOD) otc scncawsccwsé cman Soe te | 540. 4 107.6 648. 0 1, 296. 0 


| | 
S it a aie : ee 
These amounts cover the value of materiels delivered from service stocks 
as well as from new procurement. 


nse 

get Senator Kennepy. Who makes up this negotiating team? I under- 
stand someone from Defense and someone from MAP? 

wer | Secretary McErroy. The negotiating team. 


| Senator Kennepy. They decide exactly what you are going to 
yro- | charge? 
and Secretary McExroy. To any given country ? 
Senator Kennepy. No; to decide what you are going to charge for 
this equipment for defense. Whom do you negotiate that with? 
NCE The appropriation is made to you, isn’t it? 
Secretary MoExroy. The Assistant Secretary of Defense for Inter- 
national Security Affairs, Mr. Irwin, and his staff negotiate with the 


Im | Military Department in arriving at what these ultimate charges will 
ent, ; 
nd- The Comptroller of the Defense Department sits in on that and also 
there is guidance in the legislation itself. 

| TYPES AND COSTS OF AIRCRAFT PROVIDED UNDER MILITARY ASSISTANCE 
ore. PROGRAM 
you | ; : : 
what | Senator Kennepy. | wonder if I could get two pieces of informa- 


sto | tion. First, what sort of equipment is going to these countries? For 
nula | example, what fighter plane series is going? What is your discount 





rate on the new purchase price? And, in order to get some idea of 
nent | what value we are getting for this money, what is the average age of 
t we | this equipment? 
nore | Secretary McEtroy. We will get those for you. 
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(The following information was subsequently furnished for the 
record :) 


TYPES AND Costs OF AIRCRAFT PROVIDED ALLIES UNDER THE MILITARY ASSISTANCE 
PROGRAM 


The aircraft listed below are illustrative of the types programed or recent]y 
delivered to our allies and reflect by status the original factory flyaway cost, 
average age, and cost to MAP. 





Factory unit | Average age | Unit flyaway 
| flyaway cost (years) cost to MAP 
Current production of aircraft: 
ee Rae ebincaticddimsiads ihe ee $1, 250, 000 
es Dee Bee be Si ener ee NOOO ac oo ac cacua 1, 000, 000 
F-11F PEs Ls ERA EM ae Rinne een ame | 965, 000 | _- isscacnee 965, 000 
ite cre a ooee Sle cam elec aeiciel 1,050, 000 j....-. ara 1, 050, 000 
a ; Sa Gateteu ib dakhane TO GOD) Bascnncncsnanes 709, 000 
i nid | DE TE Dnduscenssuncne 134, 700 
eae ea! eh te oo slate TORE Tabdubiwasaner 784, 372 
Inventory aircraft: a, 
i a ee Sg pnebatesances 1, 285, 540 5% 864, 541 
ea i ea ea ; a ; 1, 137, 000 54] 810, 693 
TTT en eae make : vane 696, 290 4%) 553, 500 
Excess aircraft: 
Nk 1, 020, 032 5 | 2 95, 621 
Rs See Sut ae areca du teSee ca , A ees 349, 000 7 291, 069 
EE ES FEE EER Se ea eae ee nae 216, 900 8 | 271,105 
T-28_.....- pera eet oe i Di ih ie ae dd ad 119, 288 | 7 2 39, 041 


1 Not in production. 
2 Rehabilitation cost only. 


TRAINING OF FOREIGN MILITARY PERSONNEL IN UNITED STATES 


Senator Kennepy. The second question is once again in relation 
to one asked by Senator Morse, the emergence of nondemocratic lead- 
ership in the Middle East and in Asia and the indication that democ- 
racy has not traveled very well outside of Western Europe. If, 
whether we like it or not, the military groups are going to play a more 
dominant role in Indonesi: i, Thailand, Burma, Pakists an, and other 
countries, how many military pe rsonnel a year are we bringing from 
those countries for training? 

Secretary McExroy. In this country ? 

Senator Krennepy. Yes. Is that a substantial program ? 

Secretary McExroy. Again it is substantial. If you are talking 
thous: nds, no; it is not thousands but we have trained substantial 
numbers of their people here in the United States and elsewhere. 

Senator Kennepy. Did General Kassem ever train in Britain! 
He never came here, did he ? 

General Wurre. He — uinly did not train here. Whether he 
trained in Britain or not, I do not know, sir; quite probably he did, 

Senator Krnnepy. It seems to me that tr: aining these people be- 
comes terribly important. 

Secretary McExroy. We consider it very important and— 

Senator Kennepy. I wonder if I could get, Mr. Secretary, some 
information as to what the exchange of milit: ary personnel is and 
what training we are giving military personnel from these countries! 

Secretary ‘McEtroy. I would be very glad to give it to you. I 
would say, however, that we agree w ith you as to ‘the importance of 
this as a means of developing friendly feelings between different 
countries and ourselves. 
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Senator Kennepy. Fine. Perhaps we can get the number of per- 
sonnel involved. Thank you. 

(The following information was subsequently submitted for the 
record :) 


MAP TRAINING OF FOREIGN NATIONALS—AFRICA, NEAR AND FAR EAST 


The following table summarizes the number of formal courses completed by 
MAP trainees from these areas as well as the number in training, as of 
June 30, 1958. 





Area and country ! Completed In training 
Africa... ‘ 170 24 
Near East and South Asia... 17, 748 829 
Shines skier a Sa tdenanebarewundanwiecenasssccmhunin ad 55, 028 3, 252 
1 Information on country data submitted is classified and is in the committee’s files. 


The Cnarrman. Senator Humphrey ? 


INCREASE IN MILITARY ASSISTANCE TO LATIN AMERICA 


Senator Humrnrey. I will be brief, Mr. Secretary. I have pre- 
pared some questions in looking over the bill and some of the docu- 
mentation we have had. I shall go back to some of the points raised 
by Senator Morse, and I hope it will not be redundant. For fiscal 
year 1960 the administration proposes a military assistance program 
to Latin America which would involve the expenditure of $96.5 mil- 
lion—$57.5 million in grant military assistance and $39 million of 
finance credit to Latin American countries to purchase American 
military equipment from us. 

That is the accurate figure, I believe. 

Secretary McE troy. Yes. 

Senator Humrnrey. Now there has been a steady increase in the 
amount of military aid directed to Latin America over the last 2 
fiscal years. In 1958 the amount was $39 million in total and in 1959 
the program involved $54 million. The purpose of the military as- 
sistance program is to enhance the security of the United States by 
helping countries important to the defense of America strengthen 
their own military might. 


FUNCTION OF ARMED FORCES IN LATIN AMERICA 


The purpose, as I understand it, of the military assistance program 
is not to enhance the internal security of any ps wrticular regime, unless 
that relates directly to the security of the United States. My ques- 
tion is: Can it be said with any degree of honesty that the armed 
forces of any one of the Latin American nations contribute substan- 
tially to the security of the United States? 

Secondly, under what circumstances would they be useful in a con- 
ventional ground war in E urope, where there is likelihood of aggres- 
sion, or in southeast Asia, or in Korea? 

In other words, what are these forces going to do? 

Secretary McEnrroy. First, I must say, as I have said before, the 
determination of the size of the forces in these countries is not simply 


our determination. It is a determination by sovereign countries, not 
40110—59—pt. 1——15 











218 MUTUAL SECURITY ACT OF 1959 


ours alone. The principal function in the support of the defense of 
the free world that can os fulfilled by the South American countries 
is in the antisubmarine area. 

Senator Humpurey. Antisubmarine? In other words, in their 
navies ? 

Secretary McEtroy. Or aircraft. 

Senator Humpurey. And air force? 

Secretary McEtroy. That’s right. 

Senator Humpnurey. All right, are you going to be able to give us 
a compilation of the equipment that has been given to these countries? 

Secretary McExroy. Yes, in the regional discussions we will be 
prepared to do so. 

tener Houmpurey. So that we will have some idea of who ig 
getting the equipment ? 

Secretary McExroy. Yes, sir. 

General Wuirte. May I chime in with one thing, sir? I think it is 
pertinent to point out that the Brazilians for example, though it is 
past history, but it could be repeated, furnished a division and some 
air units in World War II. They served in Europe. The Colombians 
had a unit in Korea. It is all part and parcel of solidarity in the 
free world. 

REGIONAL DISARMAMENT PACT 


Senator Humpurey. Have you ever given thought to the possibility 
of a really effective disarmament pact for one region of the world? 
I would like to see one part of the world set an example of how to 
live in peace and amity. 

Secretary McExtroy. We discussed disarmament in the Joint Chiefs, 
but it is not our prime mission. That is really again in the diplomatic 
or the State Department field. There are many angles to that, that 
should be considered. 

Senator Cuurcu. Would the Senator yield at that point for a ques- 
tion that I might put to the General ? 

Senator Humpurey. Yes. 


U.S. PREWAR MILITARY ASSISTANCE TO BRAZIL 


Senator Cuurcn. Prior to the time that Brazil entered actively into 
the Second World War and sent a division to our assistance in Europe, 
was there a military assistance program whereby American money 
was used to build and equip the division that was sent ? 

General Wuire. I am quite sure that we had a big part in equipping 
it. I can’t state exactly. I can say this, if you will let me be personal. 
I was chief of the Air Mission to Brazil just before the war, and we 
did in our best way contribute greatly to the training. 

At that time it was largely training, although we did furnish some 
aircraft and they did make purchases of U.S. aircraft in this country. 
Shortly after I left we sent them fighter planes, the latest types we 
had then, with which this air unit was equipped in Italy. 

Senator Cuurcu. To make my question a little more precise, was 
the American assistance in weapons given to the Brazilian division 
after the decision was made on the part of the Government of Brazil 
to send that division to Europe, or was this part of an established 
program, as the program now is an established annual military pro- 


gram ¢ 
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General Wuire. I cannot answer that question. At that time of 
course we did not have a formal military assistance program. 

Senator Cuurcu. That is the point I am trying to make. We had 
no formal year to year military assistance program. 

General Wuire. We did not. 

meoretary McExroy. But there may have been a spot program for 
Brazil. 

Senator Cuurcu. My question is, was that spot program for Bra- 
zil inaugurated after it became evident that the Brazilian Govern- 
ment had made a decision to send a division to our assistance in 
Europe? 

General Wuitre. We gave Brazil military equipment under lend- 
lease arrangements. Seventy-seven million dollars in the form of 
lend-lease aid was assigned by the War Department to Brazil by 
August 1943. On August 16, 1943, the Brazilian Government com- 
mitted itself to furnishing the Brazilian Expeditionary Force which 
embarked in June 1944. 

Senator Cuurcu. Thank you. I am through. 


PURPOSE OF AID TO LATIN AMERICA 


Senator Humpuxey. I want my position quite clear, Mr. Secretary. 
I believe in military assistance where it seems to be of general use 1n 
strengthening our position. 

For example, I strongly believe in NATO. I supported this pro- 
gram. My question is not related to any disbelief as to the desirability 
in terms of our national security for some programs of military assist- 
ance. My only point is—going back to the theme of Senator Morse, 
which is one which has been studied by subcommittees of the Con- 
gress—(1) whether these Latin American economies can afford to 
maintain a defense structure that we implement and thereby give a 
catalytic property to by the impetus of aid, and (2) what contribu- 
tion they can really make to the overall struggle with the Soviet 
Union—or the Sino-Soviet bloc you might say—which is apparently 
the only potential enemy on the sea. 

Now that leads me to this next question. It seems quite clear that 
in many instances the program of military assistance to Latin Amer- 
ica does in fact have the single result of bolstering the internal se- 
curity of local governments. 

This much has not been denied even by the officials in charge of the 

rogram. Mansfield Sprague, the Assistant Secretary of Defense for 
nternational Security Affairs, has conceded that the burden of de- 
fending Latin America against Soviet aggression would be borne by 
the United States. Further, he said in testimony before the Senate 
Foreign Relations Committee in 1958 on military aid to Latin Amer- 
ica, and I quote: 

It is certainly not the policy of the United States to give military assistance 
for the purpose of preventing free elections or of maintaining anyone in power. 
I am afraid, however, that from time to time it does have that effect. 

Now on this basis it seems somewhat reasonable to question the con- 
sistency of increasing our military assistance program to Latin Amer- 
ica and the broader goals of American foreign policy, particularly in 
the Western Hemisphere. 
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INCREASE IN MILITARY ASSISTANCE TO LATIN AMERICA 


My point is, what is the justification for tripling military assistance 
to Latin America in 2 years ? 

Secretary McEnroy. I have different figures from yours, but regard- 
less of that fact, I think it would be well for us to answer your ques- 
tion when we come to executive session by explaining to you just 
what is in the program for Latin America. 

Senator Humpurey. All right, I think that may be more desirable, 

Senator Lauscue. Will the Senator repeat by what proportion the 
military assistance has been increased ¢ 

Senator Humpurey. It was $39 million in fisea] 1958 and it is eon- 
templated to be $96.5 million in fiseal 1960, 

Senator Lauscue. Is the Senator speaking solely of military assist- 
ance ? 

Senator Humpurey. Yes. 

Senator Lauscue. Solely of military assistance ? 

Senator Humenrey. Grant military assistance ; $39 million in credit 
to finance purchases of military equipment. 

Senator Courcu. What was it in 19594 

Senator Humrnmrey. In 1959 it was $54 million. ‘These are the fig- 
ures I have which were prepared by the Library of Congress. 

Secretary McExroy. There has been an increase so that your point 
is valid. The amount of the increase, we may be a little bit different 
on that but I don’t think that is important on your point. 

Senator Humpurey. I think the point which later on we will look 
into, and which I would like to explore, is why the increase. 


UTILIZATION OF DEFENSE DEPARTMENT APPROPRIATIONS FOR 
MODERNIZATION 


There are two questions on some NATO commitments that we have 
made. General Maxwell Taylor has stated that the Red army has 
been fully modernized once since the end of World War II. 

In other words, there has been complete modernization at least one 
time since the end of the war, and this second modernization pro- 
gram is now in process. In contrast, the U.S. Army, according to tes- 
timony that some of us have heard, is allegedly in need of its first 
overall modernization program. The Army requests for funds to 
carry out this program have been repeatedly reduced. 

General Taylor recently testified that the administration has im- 
pounded $37 million which Congress appropriated for moderniza- 
tion of the Army, and a further $6,250,000 for needed construction. 

These are expenditures which, according to the Chief of Staff, relate 
directly to the combat effectiveness of the Army and to American 
security. My question is, are these appropriations less important than 
a program which supplies even more modern weapons to Latin Ameri- 
can nations which are not threatened by direct Soviet aggression and 
which in any event would not be able fully to defend themselves ef- 
fectively nor make a major contribution to American security / 

Could not much of the moneys we now spend on military assistance 
in Latin America be better used to bolster our own military strength 
and modernize our own Army, in view particularly of the manpower 
reductions in that Army ? 
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Secretary McEtroy. The — you raise is the kind of question 
that comes before us al] the time, Senator Humphrey. What is the 
best way to use the resources that seem to be properly considered to be 
available to the country for various elements of the security pro- 

am. 

The best judgment of the various advisers that the Defense Depart- 
ment has, and ultimately the decision of the President, has been that. 
the program that he has put forward is the best combination of 
elements. 

Now I think it is quite appropriate and this could be done by you 
or by General Taylor or by Admiral Burke about any one of the 
parts of the program as to whether this is a right decision as com- 
pared to something else. I can only say that when the thing was 
added up, the decision was that the military assistance program was 
essential, and while it is also essential to move forward into moderniza- 
tion of the Army, that particular $37 million was regarded as not 
equally essential. 

Senator Humenrey. We will go into this in more detail. I think 
that maybe my facts are not right. 

My point was not so much that the money was being expended 
in Latin America, even though I question the advisability of the in- 
crease in these expenditures until I hear to the contrary, but rather 
that we are expending moneys in Latin America on modern arms that 
possibly might be more effectively used within our own national Army 
Establishment in terms of the modernization program. 

Secretary McEnroy. I think you will find and I think we can 
show this to you in executive session, that the really modern weapons 
for the ground forces are going to our own ground forces, and that 
ground ‘force equipment that is going into the military assistance 
program is not of the same level of modernness, 

The highly modern equipment for ground forces is going to our 
own people. 

Senator Humrnrey. We will look into it. 

Secretary McKiroy. Yes. 


U.S. PROCUREMENT OF ANTI-TANK MISSILES FROM FRANCE—QUESTION 
OF ROYALTIES 


Senator Humpnrey. The Army has recently contracted with a 
French firm, Nord Aviation, to procure anti-tank missile designed 
and built in France. I want you to know I approve of this type of 
program. One of these missiles is currently being procured for pur- 
poses of testing and evaluation and to determine whether the missiles 
of this type—which I believe are called the SS—-11—should be manu- 
factured in quantity in this country as well as in France 

The Government of the United States under the mutual weapons 
development program has contributed approximately $2 million to 
the development of this weapon, while the French concern which is 
90 percent Government owned has invested $8 million in the program. 

Current law provides that if a weapon is to be manufactured in 
this country under license, the license terms should be as favorable as 
those given to the foreign government. 

Now because of the nationalized nature of Nord Aviation, there 
is some ground to fear that excessive royalty payments may be asked 
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regarding this contract. What protection does this Government have 
to avoid that risk ? 

_ Secretary McExroy. This becomes the kind of thing which is sub- 
ject to negotiation, and if we are given a sufficiently rugged deal on 
the question of royalties, why, of course, we just don’t do this. We 
are also, Senator Humphrey, developing our own successor anti-tank 
weapon, and we won’t necessarily have to go the SS-11 way. We can 
buy the SS-11 for a period of time while we are developing a superior 
weapon to that one. 

Senator Humpurey. I want my position well understood. I am 
not protesting the purchase. I think—I have had some research work 
done on it and in fact I have done a good deal of it—this is a very 
superior weapon. 

Secretary McE roy. That is the reason we are buying it. 

Senator Humpnrey. There is some more research and development 
going on on some other types of missiles and some very good weap- 
ons. I am not opposed to it. I think it is to be commended. My 
only question is the cost factor involved relating to royalties. This 
was are to my attention, may I say, by someone who has good 
reason to be concerned about it. 

Secretary McExror. Let me say that I will personally look into 
it and see what is being done about it when I get away from this 
session. 

(Subsequently, a classified memorandum on this subject was sub- 
mitted for the record. It is in the committee’s files.) 


NATO COSTS INCREASED BECAUSE OF VARIETY OF EQUIPMENT 


Senator Humpurey. The other point that I hope we will discuss 
later on is Prince Bernhard’s address at the world flight meeting. I 
believe that meeting was held recently, wasn’t it, wherein he discussed 
the variety of planes which the NATO operates as compared to the 
Warsaw Pact countries. I believe ours was something like 50 and 
theirs something like 15. I hope we will also discuss the increased 
costs that come in this kind of an operation due to lack of stand- 
ardization and lack of weapons development coordination. 

Again I imagine these are matters that we will want to discuss in 
executive session, but these are problems of concern. 

I had somebody check into this for me. Obviously we are not mili- 
tary people and I don’t claim any broad knowledge in this field, but 
my information indicated that there was a substantial increase in 
costs because of this variety. I don’t want to be critical of the 
variety as such but I want to know what you are doing about it. 
Maybe you would like to make some general comment. 

Secretary McEtroy. Prince Bernhard is right in what he says and 
there are more than it is desirable to have. There is not any question 
about it, Now the working out of the reduction of those numbers of 
varieties is something which involves national] commercial interests 
and a good many things which are difficult to work out. But I can 
assure you we are working on them and would be very glad to dis- 
cuss them in considerable detail if you would like to in executive 
session. 

Senator Humpnurey. I appreciate that. Thank you very much, Mr. 
Secretary. 
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Senator Green. Senator Lausche ? 

Senator Lauscue. I think time has pretty well expired. I did have 
some questions but I will forego them. 

Secretary McExroy. Iam inno hurry. 


MUTUAL SECURITY PROGRAM ESSENTIAL TO NATIONAL SECURITY 


Senator Lauscne. I understand, Mr. Secretary, that when you took 
the position that you now occupy, you were in doubt about the justi- 
fication of many aspects of the Mutual Security Program. 

Secretary McExroy. I was. 

Senator Lauscue. And since you have been in intimate contact with 
it, those doubts are completely removed. 

Secretary McExroy. They certainly are about military assistance. 

Senator Lauscuer. And it is your opinion today that one of the im- 
portant problems confronting us from the standpoint of national se- 
curity is to sustain the Mutual Security Program recommended by 
the President ? 

Secretary McExroy. I think it is absolutely indispensable. 

Senator Lauscur. Now then, with respect to the allocations that 
have been made in the Department of Defense, is there any division 
of opinion among your top echelon persons about the propriety of 
what has been done? 

Secretary McExroy. I would not want to say that there would not 
be some doubt about a minor decision made one way or another, but 
as to the essentiality of the military assistance program in the amounts 
in which it is being requested, there is no difference of opinion. I 
can say that we have polled the individual members of the Joint 
Chiefs of Staff simply in order to be able to answer this question 
positively. 

Senator Lauscue. The persons who have the highest responsibility 
in the Department of Defense for the safety and security of our Na- 
tion are substantially in accord on the basic things involved in the 
military assistance program and defense support ? 

Secretary McExroy. That is correct, sir. And General White, if 
you would like to have him do so can affirm this if he wishes for the 
Chiefs of the military services. 

General Wurre. It has the unanimous approval and backing of the 
Joint Chiefs of Staff. 

Senator Lauscue. Then, it is their opinion that for the safety and 
security of our country this military assistance and defense support is 
indispensable ? 

General Wuire. That is exactly right, sir. 


ALLOCATION OF MILITARY AND ECONOMIC ASSISTANCE FUNDS 


Senator Lauscue. Now then, one or two further questions. With 
respect to the proportionate allocation of military aid and economic 
and technical aid, do you have a uniform formula under which you 
make the allocation or is it dependent upon the potential aoneer 
strength of a country, or is it dependent upon the economic strengt 
of acountry ? 

I don’t know whether I have made that clear. Do you have a uni- 
form formula or does it vary ? 
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General Wurre. It varies. 

Secretary McExroy. There is no uniform formula. The military 
requirements are professionally judged by the, Joint Chiefs of Staff, 
We start with that. 

Senator Lauscur. Take a nation like Haiti with no potential to 
give military help. Would you give to it the proportion of military 
help, let’s say, that you give to Brazil ? 

General Wuirer. No, sir. 

Senator Lauscur. So you do consider, in your allocation, the 
military potential of the country when determining what amount 
of money you will give for military assistance ? 

Secretary McEtroy. Yes, sir. 

General Wuirr. That is correct, and in addition to that there js 
taken into consideration the ability of the country itself to contrib- 
ute to that phase of that part of our strategic objectives to which they 
make the contribution. The final determination is if they can’t do it 
then how much should we help them in order to do it ? 

Senator Lauscue. Now without asking for specific figures which 
are, however, contained for the years of fiscal 1957 and 1958 in this 
book, am I correct in interpreting that in South American countries 
where there is not a great military potential, the amount of money 
given to them has been in relatively low amounts. 

General Wuire. There are some other subsidiary considerations 
which I think we should talk about in executive session, but that is 
essentially correct. 

Senator Lauscnr. Now then, I would like to speak for a moment 
on the relationship of economic aid to the security of our country. 
Did your Department, Mr. Secretary, participate at all in the formu- 
lation of technical aid and the Development Loan Fund and so forth? 

Secretary McEtroy. No, sir. That is not something on which we 
have been regarded as contributing to the national policy. 

We do I suppose through the service in the Cabinet, but only in that 
way. 

Senator Lauscue. I think that is all. Thank you very much. 

Senator Green. Mr. Secretary, is it agreeable to you that we ad- 
journ now until 2 :30 this afternoon ? 

Secretary McErroy. I am at the disposal of you, sir. 

Senator Green. It is so ordered. 

(Whereupon, at 12:40 p.m, the hearing recessed, to reconvene at 
2 :30 p.m. of the same day.) 


AFTERNOON SESSION 


Present: Senators Fulbright (presiding), Green, Sparkman, Mans- 
field, Morse, Church, and Carlson. 

The CuatrrmMan. The committee will come to order. 

Before I call on Senator Church of Idaho to ask some questions, 
I want to make the suggestion that we take up country-by-country 
questioning later. As I understand, the Secretary did not expect and 
was not prepared to go into military assistance programs on a country- 
pweontiey basis today. Isthat correct ? 


Secretary McErroy. That is correct, sir, and I simply have felt 
that while we have partial information, that the committee itself 
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would be better served if the questions of that nature were held over 
until more competent witnesses were to appear. 

The CHarirman. It is my understanding that the witnesses who 
are pare on military as well as economic affairs on a detailed 
country basis will be available later. 

Secretary McExroy. And on a political basis as well, sir. 

The Cuarrman. Political and economic. 


STATEMENT OF HON. NEIL H. McELROY, SECRETARY OF DEFENSE; 
ACCOMPANIED BY GEN. THOMAS D. WHITE, CHIEF OF STAFF, 
U.S. AIR FORCE; JOHN N. IRWIN, ASSISTANT SECRETARY OF DE- 
FENSE FOR INTERNATIONAL SECURITY AFFAIRS; AND CHARLES 
H. SHUFF, DEPUTY ASSISTANT SECRETARY OF DEFENSE— 
Resumed 


The Cuarirman. Senator Church, I believe that you may question 
at the moment. 

Senator Cuurcn. Thank you, Mr. Chairman. 

I want to thank the Secretary and witnesses who have been good 
enough to come back again for a public hearing prior to the executive 
hearings to follow. 

Mr. Secretary, I have some general questions that I want to put 
to you, because they will be of assistance to me, I think, in under- 
standing fully the reasoning behind the administration’s Mutual 
Security Program. I think that it would be of assistance before I put 
these questions to you if you understood what my thinking is and 
what it is I am attempting to approach in the questions that I intend 
to ask. 


WHAT HAPPENED TO U.S. MILITARY ASSISTANCE TO 
CHIANG KAI-SHEK ? 


So I want to say in the way of a preface, that I generally favor the 
Mutual Security Program, and I think that the military assistance 
phase of it very properly belongs in the program and is a very im- 
portant part of it. 

By the same token, I had a very vivid personal experience during 
the war that I will never forget and that has always left me skeptical 
of military assistance programs. I know what very real damage 
they can do when they are applied in the wrong place at the wrong 
time. 

During the war when I was a second lieutenant in the Army, I was 
in China. I was attached to the Military Intelligence Service in 
China, and there had an opportunity to see the very large amounts of 
military assistance that, in those years, we were rendering Chiang 
Kai-shek. 

I saw the stockpiles, the quantities of materials that were turned 
over; I watched the divisions that were armed and equipped to 
American standards, by American personnel, and at the expense of 
the American taxpayer. 

At the end of the war IT saw the airfields in China that were filled 
with planes from the American Air Force that were turned over 
to the Chiang Kai-shek government, and the ships made available 
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to him to go and get some $2 billion worth of excess material that was 
located in the southwestern part of the Pacific. 

At the end of the war his forces were as large as any that had ever 
been commanded by a Chinese Government, and in addition to all of 
the military assistance that we rendered him, he then fell into posses- 
sion of the lion’s share of the material and equipment of the Japanese 
expeditionary force of over a million men. 

Now against this very large military force, the Chinese Communists 
in the north were exceedingly ill equipped, indeed, and yet in the 
years following my return to the United States from China, it took 
the Chinese Communists just so long to destroy that military force 
and drive Chiang Kai-shek into the sea and to occupy and conquer 
all of China as it took the Communists to walk from Peking to 
Canton. 

In the Korean war we were faced, as you know, with Communist 
troops equipped with American weapons that we had supplied to the 
Chiang Kai-shek government. 

Having gone through that experience, I think that I have some 
justification for being skeptical of military assistance programs when 
they are applied at the wrong time and in the wrong place. 


EFFECT OF MILITARY ASSISTANCE PROGRAM IN IRAQ 


Yesterday, I had the advantage of hearing a summary given by the 
Assistant Secretary of State for Middle Eastern Affairs. We were 
discussing specifically the case of Iraq. He told us of the extent of 
Communist penetration in the present Government of Iraq, and the 
fears the Department of State has that the Communists might take 
over that Government entirely. 

When we queried him as to the reasons why Kassem’s regime had 
so easily overthrown its predecessor, he said that one of the reasons, 
in his opinion, was that the Communists had made such effective use 
of the close association of the former regime with the Baghdad Pact, 
and its close military alliance with Western Powers. 

He felt this was one of the factors that brought the Government 
down. 

Now Kassem’s regime is in power, and the army which overthrew 
that regime was in part equipped under the American military as- 
sistance program. 


CHARACTER OF COMMUNIST THREAT DIFFERS IN VARIOUS AREAS OF WORLD 


This is another good reason to be skeptical of military assistance 
applied at the wrong place and at the wrong time. 

So with that in mind, I would like to say that it seems to me that the 
nature of the Communist threat in the world differs, depending upon 
the area of the world we are discussing. In some parts of the world 
its nature is essentially military. I have no quarrel at all with mili- 
tary assistance programs in Western Europe, nor in the Far East, nor 
in Korea, nor in Formosa. There are other places in the world where 
the character of the threat is very different, and I think that the 
Near East is one of those areas. Certainly, I think that Africa and 
South America are to be included in those. 
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So if we are to have an effective Mutual Security Program, it seems 
to me that it must be tailored to the kind of Communist threat with 
which we are faced in different parts of the world. 

Now this Mutual Security Program that the administration asks us 
to support has a very large military assistance component. If you 
couple with the military assistance component the defense support 
component which is made necessary by virtue of military assistance, 
the total is $2,435 billion out of a $3,930 billion program, or a little 
over 60 percent of the program. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT PROGRAMED FOR EUROPE 


First of all, I would like to know, Mr. Secretary, what part of the 
military assistance phase of the program in this regard—let’s couple 
the military assistance with the economic support—is now going to 
be used in Western Europe ? 

Do you have those figures so that we can break it down on the basis 
of major regions ¢ 

Secretary McEtroy. Senator Church, are you willing to have this 
on military assistance alone, or do you want it also to include defense 
support? Defense support is quite heavily assigned to about four 
countries, as you know. 

Senator Cuurcu. Yes. Well, I don’t want it in the way that would 
necessarily distort it. But I thought that defense support, since it is 
made necessary only by virtue of military assistance, ought to be 
coupled in the whole military assistance phase. I don’t mean to 
quibble; however you have it. 

Mr. Irwin. The military assistance program for Europe is $477 
million out of $1.6 billion. 

Senator Cuurcu. I would like to have the unclassified information 
with respect to the Western European areas. What I want to know 
is what amount of the military assistance program is being allocated 
to Western Europe. 

Mr. Irwin. To Western Europe for military assistance it would be 
$477.2 million, plus $40 million defense support, for a total of $517 
million in Western Europe, but that excludes Turkey and Greece. 

Senator Cuurcn. So excluding Turkey and Greece, a little more 
than a fourth of the program is allocated to Western Europe; is that 
correct ? 

Mr. Irwin. That would be correct. 

Senator Cuurcn. If we were to include Greece and oe what 
proportion of the total military assistance program would be allocated 
to the European area? If we were to include Greece and Turkey, 
does that involve us in questions of classified information ? 

Mr. Irwin. It does; I think it would. 

Senator Cuurcu. All right. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT ALLOCATED TO MIDDLE EAST 


Now, turning to the next general area, the Middle East. If I had 
a chart that broke this down as the administration has broken it 
down, it would be of assistance. 

Secretary McEtroy. I think we are waiting for you, Senator. 
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Senator Cuurcu. ITamsorry. I was waiting for you. 

Going to your classification, the Near East and Asia, with ref- 
erence to the map, that would take in Afghanistan, Greece, Iran, 
Iraq, Israel, Jordan, Lebanon, Saudi Arabia, and Turkey. 

Secretary McExroy. Yes. 

Senator Cuurcu. So that would include Greece and Turkey, which 
we have excluded from the European figure. 

Secretary McEtroy. That is right. 

Senator Cuurcu. Could you give me the total amount or what part 
of the military assistance program is being allocated to the Near 
Kast ? 

Secretary McEtroy. Well, here again, I don’t think we ordinarily 
consider India and Pakistan in the Near East. 

Senator Cuurcnu. I am using your classification here—so let’s in- 
clude those countries which we will call Middle Asia, if that is a 
more accurate term than what you call the Near East and Asia. 

Secretary McEnroy. You say just take out Greece and Turkey? 

Senator Cuurcu. No, you can leave that in because we have it 
excluded in the Western European figure. 

Secretary McErroy. The figure for milité ry assistance is $412 mil- 
lion and $242 million for defense support. 

Senator Cururcn. The military assistance program alone is 412 
million dollars. 

Secretary McEtroy. $412 million, yes. 

Senator Cuurcn. All right, fine. That is the military assistance 
program alone. So that would be approximately, out of the total of 
$1.6 billion, one-fourth again. 

Sceretary McEtrroy. That is right. 

Senator Cuurcn. The military assistance program being allocated 
to this section of the world—the countries beginning with Greece and 
Turkey, and including Iran, Iraq, Israel, Jordan, Lebanon, Pakistan, 
Saudi Arabia, and Turkey—constitute about one-fourth, only slightly 
less than the military assistance program being allocated to Western 
Europe. 

Secretary McErroy. That is right. It goes over and includes Paki- 
stan and India. 

Senator Cuurcnu. Yes. 


MILITARY ASSISTANCE FUNDS ALLOCATED TO FAR EAST 


Now, let’s go to the third section, the Far East. My figures show 
that $567,244,000 are being allocated to the Far East, which would 
run from Burma, through what used to be French Indo-China, and 
would include Indonesia, Japan, Korea, the Philippines, Thailand, 
Vietnam, and Taiwan. That 1s $567,244,000. 

Secretary McExroy. That is correct. 

Senator Cuurcn. Now, that is more than is being allocated to 
Western Europe in the military assistance program, and constitutes 
something close to a third of the entire amount. 

Secretary McEtroy. It is more than a third. 

Senator Cuurcn. With respect to Latin America, the other major 
area, this year you are asking just under $100 million, the actual figure 
being $96,465,000. 

Secretary McExroy. That is correct. 
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BALANCE OF MILITARY ASSISTANCE BY AREA 


Senator Cuurcnu. Well, it seems to me that this breakdown has 
significance, because if you take the three sections of the world that 
lie on the periphery of the Soviet Union and Communist China, the 
administration’s program shows that the military assistance phase 
of it is roughly balanced; that approximately a fourth or a little 
more than a fourth of the program applies in Western Europe; : 
little more than a fourth or approximately a fourth of the program 
applies in the middle areas, and about a third of the program applies 
inthe eastern areas around the periphery of Red China. 

It seems to me that that approximate balance indicates that in the 
judgment of the administration the nature of the Communist threat 
in these three areas of the world is about the same in that the amount 
of military assistance being allocated does not differ radically. What 
would you say to that ? 

Secretary McExroy. I don’t think that follows at all, Senator. 

You see, what is important is not just the military assistance. 
What is important is the total overall military force that is available 
to counter the Communist threat, and of course in Western Europe 
the countries are far more able to supply much of their own equip- 
ment than is true in the underdeveloped parts of the world such as, 
let’s say, South Korea, for example. 

So that the military assistance could be one quarter of what it is for 
NATO and still not be any measure of the administration’s belief 
about the importance of the Communist threat in the NATO area. 

You see, Germany pays all her bills. That doesn’t mean that we 
don’t think Germany is important. 


NATO FORCE GOALS 


Senator Cuurcn. Let me pursue that. Let’s go back to that one 
area of the world that does have capability of maintaining large 
forces on its own. Earlier this morning you were questioned with 
respect to NATO. I believe it was Senator Mansfield who asked you 
about whether or not the countries in Western Europe had come 
up to the force goals that had been established at Lisbon (later you 
referred to a report called MC-—70) and you said no, they had not been 
reached. 

Now, I don’t want to trespass upon classified information, but is it 
not true that we have many fewer divisions in Western Europe sup- 
plied by France, Italy, Germany and England, than the force goals 
would indicate are necessary? General Norstad has said that in his 
opinion we need at least 30 active divisions available and ready for the 
defense of Western Europe to make NATO do what we intend it to 
do. How far do we fall short of that at the present time? 

Secretary McEtroy. Well, the individual figures on this subject can 
be and will be available to you in the morning when you question 
General Guthrie and associate witnesses of his from the State Depart- 
ment and from ICA. 

I don’t remember precisely the short fall which General Norstad 
was referring to. I do know that he would like to have, and is expect- 
ing to have, an increase in the number of divisions of ground forces 
available to him. 
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The MC-70 paper, it must be understood, is a 5-year objective. As 
I said also this morning, the objectives of each of the countries of the 
NATO alliance were accepted as planning objectives by each of the 
countries involved, and while there are short falls in many areas, I 
think that we can have confidence, at least I have confidence, that 
many, if not most of these, will be achieved in the course of the time 
period. 

Senator Cyurcn. In connection with the effort made by these 
countries to achieve these goals, what part does our military assistance 
play? Does our military assistance contribute directly to the ability 
of these countries to achieve these goals that have been set within 
the framework of NATO? 

Secretary McEnroy. Yes, it does, and especially in the area of 
weapons modernization. 

Senator Cuurcy. If the amount of military assistance funneled 
into Western Europe were to be increased over the amount requested 
by the administration, would not the effect of that be to accelerate 
the reaching of these goals by Western European countries? 

Secretary McExroy. I think more likely it will accelerate the 
modernization of the forces. 

Senator Cuurcu. So that if the Congress were to authorize a larger 
appropriation of the total program to be funneled into Western 

urope for the purpose of accelerating the achievement of these 
NATO goals, and if the President were to use the money so appro- 

riated, the achievement of these goals and the strengthening of the 
NATO shield would be accelerated ? 

Secretary McEnroy. Oh, yes; because these—the MC-70 paper is 

not only of bodies, but it is also of equipment. 


COMMUNIST MILITARY THREAT 


Senator Cuurcu. I personally think this is important because it 
seems to me that in Western Europe the essential nature of the Com- 
munist thrust is military, and that as we face this Berlin crisis, the 
disparity between our strength and their strength is most significant. 
Therefore, it simply seems to me that this is where we ought to be 
funneling the larger amount of our military assistance in the national 
interest. 

Secretary McEnroy. I think we should point out, Senator Chureh, 
that we think the threat is just as serious in the Taiwan area; the 
Korean area is not a quiet area, and certainly there are considerable 
areas of concern, militarily, in the Near East. 


MILITARY ASSISTANCE TO LATIN AMERICA 


Senator Cuurcu. I would not disagree with you with respect to the 
Far East, but I would disagree with you strongly with respect to the 
nature of the threat in the Middle East and South and Central Ameri- 
ca. Mr. Secretary, this morning when you were questioned about the 
military assistance program for South America, you said that you 
felt that the principal contribution that these South American coun- 
tries could make to the common defense of the Western Hemisphere 
would be in the nature of assistance against submarines; that is, anti- 
submarine defense. I certainly do agree with you there. I believe 
in response to questions that were put to you by Senator Morse, of 
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Oregon, you said that you felt it would be advisable national policy 
for us to guarantee South and Central America—indeed, we have 
since Monroe’s time—against invasion from without, and that possible 
mutual security guarantees could be realized through the OAS, and 
[agree there. But it seems to me if we are to assess intelligently the 
need for this military assistance program in South America, we need 
to know the extent to which the program relates to these goals. 

If the principal contribution the South American countries can 
make to the hemisphere defense is antisubmarine defense, there are 
certain kinds of weapons that assist in that mission and other kinds 
of weapons that are unrelated to it. Would you think that a jet 
fighter is reasonably related to that mission 4 

Secretary McExroy. I think you will find, Senator Church, when 
we come to giving the specific list of equipment that is providable by 
these funds, that it will be clear to you, as it is to our Chiefs in making 
these plans, that the equipment proposed is in support of that kind 
of a mission. 

But I would suggest that, as I think Senator Morse had in mind, 
that we might wait and have a look at this as we come to country 
analyses. 


CRITICISM OF CLASSIFICATION OF INFORMATION ON MUTUAL SECURITY 
PROGRAM 


Senator Cuurcu. I am very much disturbed at this whole business 
of classified information. Understand, I am not asking you to give— 
and I know you would not, anyway—classified information. 

I am furnished here today with a secret book which contains a great 
deal of classified information. That information is shadowed, and 
just glancing at the book you can see the pages are almost entirely 
covered by shadows. 

Now when we get down to the meat of this thing, it is classified ; 
therefore, it doesn’t get to the press and it doesn’t get to the public, 
at least in theory. Actually, it doesn’t get to the other Members of 
the Congress. In practice, they just cannot come to this committee 
room and avail themselves of this information because there isn’t 
time to do it, and they are occupied in other committees. 

So this program goes to the floor of the Congress and is largely 
debated without the benefit of detailed information being available 
to the Members who must vote on it. 

The American people are never able to really assess it because the 
information is classified, and I wonder whether the degree of classifi- 
cation is necessary to the national interest. 

Let’s take South America, for example. All of it is classified ex- 
cept the total amount of the program. The total amount of the 
program, $96,465,000, is unclassified information. But where we 
spend it, as between countries, and how we spend it, with respect to 
weapons, is all classified information. Nobody can assess the value 
of the program on the basis of public information. We go in a room 
and close the door when we talk about the secret part. 


WHO DETERMINES WHAT INFORMATION IS TO BE CLASSIFIED? 


With respect to the military assistance program, Mr. Secretary, 
who determines what is to be classified? How is that done? 
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Mr. Suurr. This is a regular problem that we have each year, as 
to how to make the information available to the people who are con- 
sidering this program so that they will have an opportunity to under- 
stand specifically what we are trying to do here. 

The information in these books in probably the largest collection 
of its kind on the military est: sblishments of over 40 governments 
around. the world. It also has in it projected amounts of grant aid 
that we are proposing to the Congress that we give our allies around 
the oh 

In the first place, a has to be——— 

Senator Cuurcnu. I don’t mean to interrupt, and I don’t mean to 
break into your thought. I know there is much information in this 
book that might probably be classified. In my opinion, there is much 
information in this book that need not, in the national interest, be 
classified. 

What I want to know is who determines what information should 
be classified and what should not ? 

Mr. Suurr. Well, I guess my Office determines that. 

Senator Cuurcn. Your Office determines that ? 

Mr. Snurr. Yes. 

Mr. Irwin. In conjunction with the Department of State. 


CLASSIFICATION BASED ON KEEPING A COUNTRY FROM KNOWING WHAT 
OTHER COUNTRIES ARE GETTING 


Senator Crrurcu. Now with respect to Latin America could you 
give us the considerations that led you to the conclusion that all of 
the information with respect to our military assistance program 
should be classified except the total amount? Why can’t the Ameri- 

can people know how much of this program is being directed toward 
various countries in South America? Why should ‘this be classified ? 

Mr. Irwin. Well, I would think if the American people would 
know this, so would also all of the Latin American countries. This 
is only a projected program. Our experience proves that one country 
is quite anxious to know what another country is getting. This would 
set up little swirls of discontent and the kind of thing that we are 
trying specifically to avoid in Latin America. 

Senator Cuurcn. Let’s examine that thesis. It also is a reason- 
able assumption, it seems to me, that bureaus classify such informa- 
tion as a matter of convenience. I am not sure that these countries 
do not have a good idea of what the other countries are getting with- 
out classification. 

But we have got a very important consideration here if we are 
going to run a free soc iety, and that is whether the matter of con- 
venience ought to overweigh what the American people ought to know 
about the money they are spending. If we are going to assess the 
program, let’s debate it in the open, if they are going “to know what 
the money is, if it is going to be wisely or unwisely spent. 


CONSIDERATIONS INVOLVED IN CLASSIFICATION PROBLEM 


Secretary McEtroy. I think, Senator, the question you raise 1s, 
of course, appropriate. But there are many areas of military and 
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foreign policy considerations which are not revealed in complete 
detail to the American public, and of course what the American public 
does is to rely on its constituted representatives to protect them. 

Now I think it would probably be very difficult to say that each one 
of these pieces of information which has been classified necessarily 
needs to be. I suspect we could find some that didn’t need to be. 

At the same time, this is the kind of thing that goes on to a far 
greater degree in the Department of Defense, as a whole—which I am 
thinking of for the moment as being distinct from this—and yet I 
think I “would agree that many of the kinds of information that are 
available in the ‘Department of Defense could not be revealed in the 
national interest. 

I would suggest that certainly I would be willing to sit with you, 
if you would like to ee some point here, and just kind of go over 
this and question it. I don’t know that we would be able to do any- 
thing without consultation with the State Department, because, as 
you can doubtless realize, it isn’t only Defense that is involved here; 
this is the relationship with nations on a regular foreign policy 
basis. 

Senator Cuurcn. I realize that. 

Secretary McExroy. And it is the kind of thing which we would 
have to sit down with, sit down not only entre nous, but with them, 
and perhaps some others, too. 


PROTEST AGAINST DETAILED CLASSIFICATION OF INFORMATION 


Senator Cuurcu. I appreciate that. I certainly am not asking 
now that any information that is classified be disclosed or any deci- 
sions be made. But I want to register here and now a protest about 
the extent to which the detail of American foreign policy all over the 
world is being covered up by the use of the classification process. It is 
my strong conviction that if this trend continues unabated, the 
processes ‘of free government will assuredly erode. It isn’t possible 
in our system to legislate this way indefinitely, and it is not possible 
to assess or debate intelligently on the floor of the Senate or the 
House this foreign policy if most of the information is classified. I 
intend in the case of Latin America to determine the propriety of 
this decision that has been made in the Pentagon, and to try to relate 
it to a reasonable national interest. I am going to ask the Library 
of Congress to prepare for me the public information that has, in 
fact, appeared i in the newspapers and magazines in this country, re- 
lating to the detail of our military assistance program in South and 
Central Americ a, to see whether this classification makes any sense 
at all in terms of keeping a secret. 

I think we have got to begin to attack the problem of secrecy. 
Secrecy fits a tot: litarian government and drapes it like a well- tailored 
coat, but it will strangle free government in time. 

It just seems to me that this program is simply covered with un- 
necessary classification, and this book proves it. Every page is in 
shadow. 

Could you tell me, Mr. Secretary, whether we have ever supplied 
jet fighters or tanks to South American countries in connection with 
past military assistance programs ? 


40110—59—-pt. 1—_—-16 





234 MUTUAL SECURITY ACT OF 1959 


Secretary McExroy. May I ask is this not the kind of thing that 
can best be handled when you have a discussion with the regiona] 
people on Latin America ? 

ow, then, we will look this up, if you wish. 

Senator Cuurcu. No. If youdon’t have the information ready—— 

Secretary McExroy. I think it may be right here. 

Senator Morse. While they are looking that up, will the Senator 
yield? 

Senator Cuurcu. I will yield. 


PROTEST AGAINST GOVERNMENT SECRECY 


Senator Morse. I only want to say for this record that I want to 
associate myself with everything the Senator from Idaho has just 
pointed out. I want to say most kindly, as one who wants to support 
the Pentagon Building in its requests for the security of the count 
I think the time has also come for a few of us who bear the label “poli- 
tician” to point out to the Pentagon Building that we are being prett 
hard-pressed these days with what I am satisfied is the ground swell 
in this country that you gentlemen of the Pentagon Building appar- 
ently don’t fully appreciate. That is, a growing ground swell at the 
grassroots of America in opposition to this tremendous outlay in the 
Mutual Security Program. 

I am never bothered about ground swells as far as my vote is con- 
sidered ; I will stand up against a ground swell if I think my country 
calls for that kind of service. 

But you make it very difficult, in my judgment, on the political 
scene in America these days, in view of what I tell you is my ex- 
perience, at least—and you can check with others for theirs—of a very 
growing opposition in this country to this tremendous foreign ex- 
penditure with a plea at the same time for a balanced budget and 
with no division of our budget into operating expenses and capital 
budget. I think if we are going to have the kind of bipartisan unity 
we need, we have got to face up to this political reality. 

Come on up and read my mail, and you will find what the Ameri- 
can people are saying these days about their not knowing what this 
money is going for. 

I agree with the Senator from Idaho there are some things you 
can’t make public, and as the Secretary of Defense says, the people 
have to rely upon their constitutional representatives in government. 

We have gone too far, I think, in the direction toward a government 
by secrecy, and politicians are beginning to feel the bite. It is about 
time that some of us are as frank as the Senator from Idaho has been 
here this afternoon in what I think is a masterful presentation of a 
very serious problem that confronts this Republic at the present time, 
as far as public opinion is concerned. 

Secretary McExroy. I should just like to observe that I suppose 
classification is at its most extreme, probably, in the Department of 
Defense. Yet my guess is that there is about as complete a revela- 
tion of all but the most scientific material in the Department of De- 
fense in the course of the various hearings that could be expected un- 
der any circumstances. 
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It is rather remarkable to me that we can live in a world which is 
as rugged a world as this is and have as wide dissemination in ways 
which are somewhat unintentional—I don’t think anybody is really 
doing anything that is really improper in connection with it—of 
things which you would ordinarily think of as being pg ane 
that really should not get out. It me get out, and as far as I am 
concerned it doesn’t bother me much. I don’t think it is too bad from 
the standpoint of general public policy. Also, I know I can’t do any- 
thing about it, so let her roll. 


MILITARY ASSISTANCE PROGRAM IN AFRICA 


Senator Cuurcnu. Mr. Secretary, just one other question: What is 
the need for a military assistance program in Africa? From the map, 
this program is spreading. It got started in Western Europe; I have 
no argument with it in the Far East: I question it seriously in the 
Middle East; I question it seriously in South and Latin America. 

Now, it has started in the continent of Africa. What is the need 
for a military assistance program there / 

Secretary McExroy. Let me ask, if I may, in return, what is the 
reason for Guinea to import arms from Czechoslovakia ? 

Senator Cuurcn. I don’t know. 

We are not rendering a military assistance program in Guinea. 

Secretary McExroy. Should we? 

Senator Cuurcn. I doubt it. 

Secretary McExroy. Why does Guinea need the weapons? 

Senator Cuurcu. The question of whether Guinea needs weapons 
or what we can do about Guinea’s procuring weapons is one question. 
The question of whether we should, with American money, supply 
weapons to Ethiopia isa very different question. 

What I want to know is why we are directing military assistance to 
Ethiopia. 

Secretary McEnroy. We would be very glad in executive session to 
explain to you why we have a military assistance program in Ethiopia, 
but we will not do it in public session. 

Senator Cuurcn. All right. 

Those are all the questions I have, Mr. Chairman. 

The Cuarrman. Are there any further questions in open session ? 

(No response. ) 

The CHammMan. The committee will then go into executive session. 

(Whereupon, at 3:25 p.m., the public hearing was concluded, and 
the committee proceeded into executive session. ) 
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WEDNESDAY, MAY 6, 1959 


U.S. SENATE, 
CoMMITTEE ON ForREIGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to recess, in executive session, at 3 :30 
pm., in room 4221, New Senate Office Building, Senator J. W. 
Fulbright (chairman) presiding. 

Present: Senators Fulbright, Sparkman, Morse, Gore, Church, 
and Carlson. 

The Cuarrman. Mr. Secretary, we are in executive session, and I 
suppose it is your responsibility to identify your own group. I| 
assume that all the people accompanying you are authorized to be 
with you. 


STATEMENT OF HON. NEIL H. McELROY, SECRETARY OF DEFENSE; 
ACCOMPANIED BY GEN. THOMAS D. WHITE, CHIEF OF STAFF, 
U.S. AIR FORCE; JOHN N. IRWIN, ASSISTANT SECRETARY OF 
DEFENSE, INTERNATIONAL SECURITY AFFAIRS; AND CHARLES 
H. SHUFF, DEPUTY ASSISTANT SECRETARY OF DEFENSE 


The Cuarrman. Would you care to open with your own statement, 
then, in executive session? A good many questions have been asked 
here which maybe you would like to answer before I ask the members 
if they wish to ask you questions. 

Secretary McExroy. I have a few things I think should be said. 

The Cuarrman. All right. 

Secretary McExroy. We have been of necessity in public sessions 
defending positions which are not necessarily our own positions. 
These determinations of the total amounts of funds to be allocated 
to different countries are amounts which are determined in many 
instances for military purposes not by the Department of Defense, 
but by the Department of State. 

The CuHarrman. Mr. Secretary, before you proceed further, I 
should make a statement that we usually do make that this record, of 
course, will be submitted to your people before it is published. 

Usually our executive records in these cases, after having been 
edited, are then published. You understood that. 

Secretary McEtroy. It is quite often the case, and I am not sur- 
prised, sir. 

The CuHatrman. We try to publish as much as we can in that 
fashion so as to meet, as far at least as the Pentagon and the others 
are willing to go, the demand for information. This procedure 
gives you the opportunity to inform the committee as far as you 
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possibly can do so, and yet also gives you the full safeguard of being 
able to edit out whatever may be necessary from a security standpoint 
before the testimony is released. 


RESPONSIBILITY FOR DETERMINING COUNTRY PROGRAMS 


Secretary McEtroy. I simply wanted to make this point, because 
in the public session there are military, political, and economic con- 
siderations that go together to make this program as a whole, and 
the determination of any individual country amount is a State De- 
partment approved amount, and the reflection of this as divided 
between military and economic assistance is often a matter which is 
negotiated by a combination of military and State. 

But as a general statement, this is the kind of situation in which 
the State Department itself sets the final amount. 

Now, I am not trying to dump this on State, because we think 
the program is sound, but nevertheless, I think there is a feeling that 
the military pushes the daylights out of the military program in 
some of these areas where actually we may not have much interest 
at all in it. 

The Cuamman. I think you are right. That is the feeling. Here 
is your opportunity to disabuse such a feeling. That is what these 
hearings are for. 

Secretary McEtxroy. This is also misunderstood and this is some- 
thing which should be talked about in executive session. 


SUPPORTS FOR CERTAIN MILITARY PROGRAMS 


There are certain quite important military programs [deleted] 
which are supported by the cession of land and general provision of 
a secure environment in certain of the countries which then are re- 
cipients of military assistance. 

[ Deleted. | 

This same kind of thing is true of some other countries. 

Senator Cuurcu. What is this in the country of [deleted] ? 

Secretary McExroy. It is a communications facility, and also a 
Navy-supported facility. 


NEGOTIATION OF AGREEMENT RE MISSILE TRACKING STATION IN BRAZIL 


Now, another example is Brazil. In that case, it is a provision of 
support for our tracking of the missile range running down from 
Cape Canaveral. We need to have ground which is not under our 
sovereignty made available to us for our establishment of a tracking 
station. Brazil has done this in the case of Fernando de Noronha. 
It is an island off the coast of Brazil. 

Senator Cuurcn. I have heard it said this is the most expensive 
piece of real estate in history in terms of what has gone into the 
mutual assistance program to Brazil, which has been justified on the 
basis of that tracking station. 

Secretary McEtroy. Well, it may be it is too much. But never- 
theless this factor makes it more than simply a matter of whether 
this is all justified in terms of the contribution which Brazil can 
make to the overall free world security, or the hemispheric security, 
even more limitedly. 
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And there are a few other places around the world where similar 
kinds of important assistance are given to us by some of our quite 
stalwart friends. 

I think you all know, and I would rather not discuss too completely 
what these are, but I think there has been widespread discussion of 
(deleted ] and of course, there have to be others of those around the 
world [deleted }. 

The Cuarrman. In regard to the question and the comment made 
by the Senator from Idaho on Brazil, does the Defense Department 
negotiate such an agreement, or is that agreement negotiated by De- 
fense, the State Department, and Brazil? 

Secretary McExroy. Well, State, of course, does the negotiating. 
We indicate to State that we want the right to put a tracking station 
on this piece of real estate. Then the negotiations, of course, are 
carried on by the people who have that responsibility in Government 
which is the State Department. 


REQUEST FOR DETAILED JUSTIFICATION OF TRACKING STATION AGREEMENT 


The Cuarrman. Is somebody here to explain that item? It is said 
that the United States gave |deleted| million for a 10-square-mile 
island for its use, and that the land was not bought, but merely 
rented. Is that correct? 

Mr. Irwin. That is correct. 

The Cuarrman. Isn’t that an excessive cost? 

Mr. Irwin. I do not know the exact figure, Mr. Chairman, but that 
is approximately correct. As the Secretary said, the negotiations 
for the establishment of the American facilities on the island were 
done through the State Department. 

[ Deleted. | 

Mr. Irwin. Now, as to details of it, the details can be furnished 
by the Western Hemisphere region when they testify, sir. 

The Cuarrman. I think, since this matter has been brought up, 
that we ought to give notice now we would like a detailed justification 
of that as an example of whether it represents a provident or an im- 
provident use of the money. To a layman, that does seem an ex- 
cessive amount. (See p. 556 for an unclassified statement subse- 
quently submitted for the record.) 

Secretary McEtroy. We will be prepared to present this in a quite 
fnished form, sir. 

Senator Gore. Mr. Chairman, is that a secret figure? 

The Cuairman. I think it is, isn’t it? 

Secretary McEnroy. Yes. 


CRITICISM OF CLASSIFICATION OF INFORMATION ON MILITARY AID 


Senator Gore. Here is a sheet on Iran which I have read with some 
care, marked “Secret.” I see nothing in it that couldn’t safely be 
put on throwaway sheets in every grocery store. 

The CuairMan. May I explain to the Senator that the paper to 
which he refers was prepared by the staff of the committee. As the 
paper contains material based on secret information, it is classified 
secret.” It was not prepared by the Pentagon. 


Senator SparKMAN. The only part of it that is secret, I think, is the 
1960 figure. 
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The Cuairman. And some of the other figures. ‘The whole memo- 

randum was prepared by our staff. 

Mr. Marcy. All the quot ations are taken from classifie d documents, 

The Cuaimman. The appraisal of the Iranian forces is classified, 

Senator Gore. What I am trying to say, Mr. Chairman, is this: 
From whom are we keeping this secret? Surely, I daresay the people 
in Iran know what aid they received from the U nited States. It 
seems to me that we are keeping it a secret only from our own people, 
and then only in part. 

At the appropriate time I want to raise the question and ask for 
a decision by this committee. I have supported this program; I have 
defended it in my State and other places. But I have serious reser- 

vations about the secrec y of the amount of aid furnished to the vy various 
countries, and I shall ask the committee to consider making that in- 
formation public, whenever the proper time arises to raise the question. 

The Cuarman. I think the law prohibits you—— 

Senator Gore. What is that ? 

The CuHarrman. I think the authority for classification is under 
law delegated to the Department. These are the gentlemen who can 
tell you whether or not the information is classified, and I don’t think 
under existing law the committee would have the authority legally to 
unclassify this information. 

Is that not correct, Mr. Secretary ? 

Secretary McExroy. That is correct, Mr. Chairman. 

The CuatrmMan. But I think you are entitled to ask the Sec retary 
why any of this specificially has been classified. We delegated, if 
my memory serves me right, the power to classify this material and 
issue regulations w ith regar d to it. 

Is that not so, Mr. Sec ret: ry ? 

Secretary Mc ELRoy. Yes, it is so. 


CLASSIFYING PROGRAMS BECAUSE TITEY ARE ILLUSTRATIVE 


Senator Gore. Why, then, Mr. Secretary, should we keep secret 
from the people of the U nited States who pay the bill, the amount of 
aid given to Iran or to C ne or to Haiti? 

Secretary McExroy. I don’t think it is so much that you keep it 
from the people of the United States. [Deleted.] You see, this is not 
a settled figure. This is a proposed figure. The figure may or may 
not be a figure which is financeable out of the funds appropriated by 
the Congress of the United States, because the Congress of the United 
States has at times reduced the amounts of money from those that 
have been proposed by the departments. 

This is also the kind of thing which might change, because of dif- 
fering points of view between now and the time the funds are a 
tually assigned to a country. The change might be a change such 
as that which has occurred between this country and Iraq in a period 
of a year toa year and a half. 

Senator Gore. Well, now, that argument only applies to security. 
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CLASSIFICATION OF MILITARY AID FIGURES AFTER DELIVERIES 
HAVE OCCURRED 


Suppose I asked you in public session the amount of aid which has 
been given to Iran in the last 5 years, aid already disbursed. Would 
that figure be secret, too ? 

Mr. Irwin. Mr. Senator, the dollar figures have been treated as 
classified figures by both State and Defense as a result of an agree- 
ment between State and Defense. 

Now, as the Secretary pointed out, these proposed fiscal year 1960 
programs are anticipatory figures. The program may require adjust- 
ment for a variety of fac tors, ine luding that of the authorization and 
appropri: ation of funds by Congress. 

Senator Gorr. Well, Mr. Chairman, a member of the U.S. Senate 
has the privilege of the floor of the Senate, and the constitutional 
provisions provide ample authority for debate, and I would like at the 
appropriate time for the committee to consider the question of what 
seems to me thoroughly unwarranted secrecy about the amount of aid 
given to the country of [deleted] for instance. How is that involved 
in the security of the free world? It merely hides an expenditure 
from the people of the United States. 

The CuatrMaNn. Do I understand, Mr. Secretary, or am I correct in 
understanding that it is only the prospective figures which you consider 
secret? W hat we gave to the country of [deleted] last year or the year 
before is not secret ? 

Senator Gorr. No; I asked that question. He said that would be 
classified. 

The Cuatrman. I didn’t realize that what has already been given 
tothem is classified. 

Secretary McExrroy. Mr. Irwin explained that the State Depart- 
ment and Defense have agreed, and again this not only involves De- 
fense, of course, but involves the foreign policy of the United States 
and the practice of it, State and Defense have agreed that the amounts 
of money that have been given in military assistance to a country other 
than certain NATO countries are to be kept classified even after the 
deliveries have taken place. 

The CHarrman. A har dnlivet. 


NEED FOR DETAILED JUSTIFICATION OF CLASSIFICATION POLICY 


It seems to me that somebody ought to give a little more detailed 
and thorough explanation or justification of this policy than I have 
yet heard. 

I see almost daily in the press accounts that so much has been given 
tothis or that country. I thought after the aid was furnished—final- 
ized and delivered—the information was then released, because cer- 
tainly lots of it gets into the press. 

Senator Gore. Well, lots of it gets into the press, but Members of 
the U.S. Senate cannot refer to such, apparently, because it is “secret” 

Secretary McExroy. Well, I don’t know what gets into the press. I 
do know this, though, that much of what gets into the press is quite 
speculative. "Once in a while a figure will be a correct figure, but it is 
still not a figure that is confirmed until somebody in authority does 
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confirm it. I would say that this is a subject which, in my opinion 
ought to be debated with a member of the State Department present, 
We have our points of view, but they certainly have theirs as well, 
Senator Gore. I am certainly willing for it to be carefully con- 
sidered. I don’t want to do anything precipitously. 
Senator Cartson. Mr. Chairman, this is not a new policy of classj- 
fication, is it? It is a policy that has been carried on for years. 
Secretary McExroy. Yes. 


GROWLING SECRECY ENSHROUDING FOREIGN AND MILITARY POLICIES 


Senator Cuurcn. Mr. Chairman, | would like to say that this point 
has now been raised by several members of the committee. 

For your information, Senator Gore, prior to your coming into the 
hearing this morning, I brought up this same question and explored 
it in part in public hearing, and made a very strong protest. 

The Senator from Oregon has associated himself with that protest, 
and now you have come in and, quite apart from our protests, have 
registered your own, and I commend you for it. 

think that the legislative branch must begin an assault upon grow- 
ing secrecy that enshrouds our foreign and military policies. If you 
take this presentation book and thumb through it, you will see that 
most of it is shaded, which denotes that it is classified, so we are de- 
prived of the opportunity of going to the floor and debating the merits 
of this policy with the tools that are necessary, if we are to conduct 
an intelligent debate. I cannot for the life of me see why most’of this 
information is classified. Whether it has been a practice in the past 
or not is not relevant to the propriety of the practice. 

I only want to say I agree wholeheartedly with the Senator from 
Tennessee. I think we must begin an assault on this practice or it is 
going to erode away the processes of free government, and in whatever 
reasonable way we can accomplish that end, I think we had best be 
about it. 

PAKISTAN 


Senator Gore. Mr. Chairman, as Chairman of the Subcommittee on 
Near Eastern and South Asian Affairs, I held a hearing recently with 
the head of the ICA mission in Pakistan, Mr. Killen. 

[ Deleted. | 

Secretary McExroy. I would like to ask General White what his 
judgment of that is. This may have been a ICA judgment. It is not 
my judgment, and I don’t believe it is the judgment of the Joint Chiefs, 
either. 

Senator Gore. I want to know what you think. You are the head 
of the Department. 

[ Deleted. | 

Maybe I am wrong about that figure, but it seemed to me over- 
whelmingly—Doctor Marcy, am I correct, from your memory of Mr. 
Killen’s statement? Did you hear him testify ? 

Mr. Marcy. Yes, sir. 

Senator Gore. Am I correctly stating, according to your memory, 
the purport of his statement ? 

Mr. Marcy. My recollection is that he said that so far as the Paki- 
stanis are concerned, their main concern is their relations with India. 
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DEFENSE SUPPORT AND OTHER ASSISTANCE PROPOSED FOR PAKISTAN 


Secretary McEtroy. The answer on the money depends entirely on 
how you construe defense support, which is economic assistance, as we 
construe it. If you construe it as defense, then the great predominance 
of the money is defense. If defense support is economic assistance, as 
we construe it, then more than half—— 

Senator Gore. It is a question of what it actually is, not as we con- 
strue the term, and as he interpreted it, it was largely military. 

Secretary McE:roy.Well, as we construe it, it is largely economic. 
It is not military in terms of military equipment. 

Senator Gore. I didn’t say military equipment. But it is for sup- 
ply of the forces. Sg 

Secretary McExroy. No, it is not. 

Senator SparKMAN. No. 

Mr. Irwin. Defense support, sir, is a portion of the mutual security 

rogram that is administered by ICA, and I believe the statute terms 

it primarily economic support. The reason for the support being 
given is to bolster the budget of the country because of the military 
program. ; 

Senator Gore. Well, it amounts to the same thing. 

Mr. Irwin. But as Secretary Dillon testified this week, in his view 
it is economic aid to the country which would be required in substan- 
tially the same degree even if your military establishment was radi- 
cally reduced. 

Senator Gorr. What are the figures on aid to Pakistan ? 

Mr. Irwin. The aid to Pakistan as proposed for 1960 is [deleted] 
million in defense support, and [deleted] million in military assist- 
ance, and 8.2 in technical assistance for a total of [deleted] mutual 
security program, sir. 

Senator Gore. What percentage of the Pakistan budget is going for 
the military ? 

Secretary McExroy. Our figures show 30 percent, Senator Gore. 

Senator SrparKMAN. Senator Gore, before you get too far away 
from this question of defense support, I feel very much as you do 
about this, and, as a matter of fact, I think that the program would 
have gotten along a whole lot better had it been explained from the 
beginning that defense support was to enable the country to support a 
larger armed force than its own economy would support. 

lemight be well in this connection to get the definition from the law, 
itself. It is described as— 
commodities, services, and financial and other assistance specifically designed 
to sustain and increase military effort. 


Senator Gorr. Thank you. 


PURPOSE OF MILITARY AID TO PAKISTAN 


Well, leaving aside for a moment defense support—and a little later 
I want to go into just what this defense support is—you have [deleted] 
million going into military assistance, and only $8 million going into 
technical assistance to a country that is in dire need of medical as- 
sistance, educational assistance, and the bare necessities of existence. 


[ Deleted. | 
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I find it difficult to defend giving a vast amount of military V assist- 
ance to Pakistan [deleted] and then providing economic aid to India 
with which she buys Canberra bombers. We are paying the bill on 
both sides. 

That is a little hard to defend, and I am raising this question not 
as an enemy of the program, but as one who has found the nee essity 
of defending it on the stump, and it is awfully hard to defend. 

Secretary “McE troy. This defense, of course, is not against India. 
This is allocated to Pakistan for defense against Russia and China. 

Senator Gore. Well, that may be your purpose, but our official who 
is there with the program day to day says that insofar as the Pakj- 
stanis are concerned, they want it as armament against India. 

Secretary McExtroy. Well, we don’t agree with them. 

Senator Gore. But you give it to them, nevertheless, and they are 
the ones who will use it, not you. 

General Wurre. What they are given under our strategic objectives 
are those forces which in the opinion of the Joint Chiefs of Staff are 
needed in Pakistan to support the U.S. strategic objectives. Now, 
admittedly the Pakistanis over and above that have some forces which 
we feel they don’t need to have, but they are a sovereign nation, we 
are doing our best to urge them to cut it down, but the forces that we 
are supporting are only those that we feel are necessary in our interest 
overall on a strategic basis. 

Senator Gore. In other words, you give them the aid for one pur- 
pose, and they accept it for another. 

General Wuire. I don’t think that is quite fair to say that, Senator. 
Unquestionably the Pakistanis have their feelings about India, but 
they also have their feelings about the Russians, and they are very 
stanch members of the Baghdad Pact. [Deleted.] 

They are allies that we can count on if and when they are needed. 
There are no better fighting people than the Pakistanis, ground and 
air. The Navy is quite small, but they are very competent military 
people. 

They do cast an eye on India just as India does on them. But I 
don’t think we should reduce our strength in that area simply because 
Pakistan has a purely Pakistani problem, and that is what you really 
come down to, and they have demonstrated their willingness to look 
at both sides, as the Secretary quoted awhile ago. They shot down 
an Indian reconnaissance plane which was over 200 miles within the 
Pakistani borders. [Deleted.] So I think they are playing the game 
just about as straight as any nation could. They are very close to 
sensitive areas on all sides. India is sensitive from their point of 
view; Afghanistan is an area where the Russians are infiltrating. 


CRITICISM OF CLASSIFICATION OF INFORMATION ON MILITARY AID 


Senator Gore. The views of the aid there which you and the 
Secretary have expressed are at considerable variance with the views 
of the man administering the program in Pakistan, Mr. Killen, and 
the question I am raising really goes to the propriety of the secrecy 
of this matter. 

I do not think that Pakistani officials regard the amount of aid as 
secret. India does not regard it as a secret. 
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Is there really any country which does not know what the other 
countries are getting ? If that is the only justification for the se- 
erecy, it seems to me a flimsy one. [ Deleted. ] 

It is the American people’s money that is being spent, and they are 
entitled to know, and if we are giving [deleted] times as much mili- 
tary assistance to Pakistan as we are technical assistance, and then 
[deleted] million in defense support in addition, the people are en- 
titled to know it, and the Congress is entitled to know it. 

Senator Morse. I would like to make a suggestion, if the Senator 
will yield. 

Senator Gore. I yield. 


BASIS OF CLASSIFICATION SYSTEM 


Senator Morse. I would like to make a suggestion for the considera- 
tion of the committee and that is that counsel for the committee be 
requested to prepare for this committee a memorandum forthwith 
giving us a review of the existing law in regard to the classification 
procedures followed, not only by the Department of Defense, but 
by other departments, because it may be, Mr. Chairman, that one of 
the first things we ought to do is to consider amendments to that law, 
and that w ould be a most appropriate vehicle for the type of debate 
that the Senator from Tennessee is suggesting on the floor of the 
Senate. 

I think that debate, sir, is unavoidable. That debate is coming, 
and I make my request, Mr. Chairman, for the preparation of this 
memorandum, so that we will have before us, first, a statement of 
what the law is, the history of how it came into being, and then we 
can discuss that. I want to say to the Secretary, I think it would 
be helpful if we had a memorandum as to how the classification pro- 
cedure works, who is involved in it, what the procedures are for de- 
classification—that is, how long does something have to stay classi- 
fied—because, as an old constitutional law teacher for many years, I 
want to stress once again the importance of the checking system in our 
Republic. 


TRACKING STATION AGREEMENT WITH BRAZIL 


If we use the example of this 10-mile island, or this island of about 
10 square miles off the coast of Brazil for which we paid, I think 
[deleted] million, about [deleted] per acre, that is pretty high- -priced 
real estate. I would like to know to what extent we might use vessels 
gotten out of mothballs on the part of the high seas where we have a 
right to be, possibly to provide us with a missile tracking station at 
much less cost. 

I think this lease is for 4 years, if the information supplied to me 
is correct. 

That is over a 4-year period, it was said. I don’t know whether 
that means a lease for 4 years or whether the lease is for a longer 
period than 4 years, but the memorandum I have says that in the case 
of Brazil the military assistance commitment amounts to [deleted] 
million over a 4-year period for a missile tracking site on an island 
not more than 10 square miles. 

Secretary McExroy. What the duration of that is I do not know. 
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Senator Morsg. I do not know, either, Mr. Secretary. It is very 
easy for you gentlemen to sit there and, I think, jump to a false con- 
clusion that we are trying to pick flaws, and all we can tell you is that 
it is not our motivation. 

My motivation always, and I know it is true of all my colleagues, is 
to do the best for my country. That is why I made the comments 
earlier. You are on one type of firing line; we are on another. 

I am greatly concerned; I just came back from out home not so long 
ago, and I am greatly concerned on what is going on in America 
today. 

This is not a popular program, and some of us will continue to put 
our heads on the political block, if necessary, to protect this program 
if it is necessary for our country. But we also have got two duties, it 
seems to me; firstly, to get the water out of this program—and I think 
there is a lot of water in it; and secondly, to get to the American 
people those facts that we can without in any way endangering the 
security of our country, because, let me make very clear, I do not ae- 
cept the notion that is becoming more and more implanted in this 
country under recent Democratic, as well as Republican regimes, that 
foreign policy belongs to the President and the Secretary of State. 

Nothing could be further from the truth under our constitutional 
system. The President of the United States and the Secretary of 
State just happen to be a couple of administrators of the people’s 
foreign policy. 

God deliver us from the day when the American people do not de- 
termine American foreign policy. If that time ever comes, why, we 
are in a police state. 

Now, the Senator from Tennessee, as I said before he came in, has 
raised a vital issue that we have got to discuss before we can get into 
this program: that is, how far we can go in getting the facts to the 
American people about this program for their judgment, because 
they, too, are entitled to a judgment on it. 

Senator Cartson. Will you yield? 

Senator Morsg. I am all through, but I yield. 

Senator Cartson. We have been talking about 10 acres. This shows 
that it is 10 square miles. 

Senator Morsr. If I used acres, I meant square miles. 

Senator Cartson. That is pretty high per mile, too. 


DEMOCRACY DOES NOT THRIVE IN SECRECY 


Senator Gore. In response to the Senator from Oregon’s remarks, 
— I point out that the people can make no determination without 

acts. 

Senator Morse. No question about it. 

Senator Gore. Democracy does not thrive in secrecy. 

I think in the long run the people in Washington can only lead 
where the people will follow. 

I do not raise this question, Mr. Secretary, and Mr. Chairman, in 
any partisan sense whatsoever. I do raise it as a question, a basic 
question in democracy, and I would like to cite a case off the record. 

(Discussion off the record.) 

Here is a sheet handed us here which is marked “secret.” 
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Let me read you the first paragraph about Iran, talking about the 
army : 
Deleted. 


That is practically the same thing we had about Cuba a year ago, 
and yet it was secret. 

I hope you do not think that I am attempting to berate you. 

Secretary McE roy. No; Ido not think so. 

Senator Gore. I have no such purpose in mind, but here is some- 
thing that has troubled me no end. When I was not a member of this 
committee, I did not feel quite in a position to challenge it. I have 
voted and voted without adequate information for years on this 
program. 

ow I am a member of this committee, and I am just wondering 
if I can justify recommending that my colleagues and I continue to 
vote this way when you are giving Pakistan [deleted] times as much 
military assistance as you are technical assistance, and when it ought 
to be the other way around. 

Senator CHurcu. Will the Senator yield? 

Senator Gore. I am finished. 

The Cuarrman. The Senator from Idaho. 

Senator Cuurcu. I have already made clear my views on this point. 

I only want to say that what Senator Gore has said underlines 
the seriousness of this proposition. We are only misleading our- 
selves if we think this program can be debated on the floor of the 
House and the floor of the Senate if the basic tools necessary to 
understand it are classified and kept out of debate. 

I have been in the Senate for 2 years, and have never felt I could 
vote too intelligently on this program because I have never known 
what is in it, and that is the position of most of the Senators, and 
Members of the other House. 

I think it is a duty of this committee to do something about it, and 
Ihope the committee will address itself to that question, and that 
the staff will prepare some recommendations toward the reversal of 
this trend in connection with this mutual security program, and if 
necessary, looking toward such revisions of the law as will open the 
way todoso. Otherwise we are going to be choked to death in secrecy, 
and I could not concur more heartily in what the Senator from Ten- 
nessee has said. Secrecy can stifle and gag and ultimately destroy 


free government. 


RESPONSIBILITY FOR CLASSIFYING PROGRAM INFORMATION 


General Wurre. Could a man in uniform say something here, Mr. 
Chairman ? 

The CuHatrmMan. General White has been wishing to make an obser- 
vation. 

General Wuire. I cannot help believe that there are things that are 
classified that in themselves in detail do not need to be classified, but 
we have to have a system, and it is partly the fault of the system. 

Now, this specific thing that Senator Gore has, perhaps would have 
no significance, but if we make a practice, and in an organization as big 
as the Department of Defense and the State Department together, do 
not have a system, some other thing of the same type then could be 
very valuable to the enemy. 

ow, I assume that the Russian estimate of the effectiveness of the 
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Iranian Army is about the same as ours, but I can imagine some places 
where our estimate of a friendly or foreign or potential enemy nation 
would be of extreme value to the Soviets. This probably is not. 

Senator Gore. But, General, you say maybe there is some specific 
thing. If there is, I would sustain you in it, but because there is some 
specific thing, then you apply a general rule of secrecy, which I cannot 
defend you in. 

General Wurrr. How are you going to—who, short of someone 
like the Secretary of Defense, is going to determine that? It becomes 
an impossible administrative task. 

Senator Gorr. Well, unless somebody is willing to assume the re- 
sponsibility of administering the law of classification on a selective 
basis, then I am going to ser iously consider ignoring it on the floor of 
the U.S. Senate. 

General Wuirr. You may be sure that there are numbers of people 
who screen and release and decl: assify, and only certain people can 
classify. 

Senator Gore. Who classified the aid to Haiti ? 

General Wuire. I think that that is a State-Defense agreed position 
on what should be classified. 

Senator Gore. That is specific. Ilow does that endanger the defense 
of the free world? 

EXPLANATION OF CLASSIFICATION PROCEDURES BY STATE AND DEFENSE 


Secretary McEtroy. I wonder if I may suggest something here? 

The Cuamman. Mr. Secretary, you certainly may. 

Secretary McEntroy. My Re Mr. Chairman, is this: That 
we have come into an area which I do not regard as any less important 
than any other areas of discussion on this subject, which is a fairly 
specialized aspect of military assistance and mutual assistance. 

I think one of the things we are lacking here is an exact recitation 
of what the facts are. I would like to be r equested by yon committee, 
and I think it was suggested by you, Senator Gore, or by Senator 
Morse, or, perhaps, both, that we begin this discussion pet a clear 
statement by us as to just how we do operate this thing, what the law 
is that authorizes us to do so, not only how we classify, but how we de- 
classify, and the respective parts t: aken i in this by Defense and State, 
We could then have a general discussion of this. M: vybe you would 
like to have a discussion . of whether this is right or whether it is wrong 
with people in our Department and the Department of State sitting 
alongside of eac fe other to kind of get this thing Soren ventilated, 

I think we are a little bit short of, first of all, f facts, “and second, 
qualified seaaide hee both State and Defense to get this thing clearly 
put forth. : 

Senator Sparkman. Mr. Chairman, may I say something. I think 
that is a good suggestion. Asa matter of fact, I had already written 
a note down here on several things I think ought to be done. 

One is to explain how and why certain facts are classified. 


RESPONSIBILITY FOR DETERMINING COUNTRY PROGRAMS 


Second, a matter has come out which I did not know anything about 
until this afternoon when you said that in certain countries the pro 
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am was set, not by Defense, but by the State Department. I did 
not know that. 

I certainly knew that the State Department played a part, an advis- 
ory part, but I would like for this committee to get information as to 
what countries have the programs determined by the State Depart- 
ment, and then when we get that information, 1 would like for the 
State Department to explain why they set those particular programs 
for those particular countries. 

It seems to me that is something we ought to know. 

Mr. Irwin. Senator Sparkman, it is determined by section 523 of 
the Mutual Security Act. Subsection (c) reads: 

Under the direction of the President, the Secretary of State shall: (1) coordi- 
nate the various forms of assistance authorized by this Act so that the foreign 
policy of the United States may be best served thereby, and (2) determine the 
yalue of the program under Chapter I for any country. 

So the State Department sets it. 

Senator SparkMAN. I knew that provision was in there, but I 
thought that it was a matter of coordination between the State De- 

artment and the Department of Defense. I did not know that the 
Bate Department actually determined that a particular country ought 
to have so many millions of dollars for defense without a determina- 
tion by the Defense Department that that much of a defense could 
be used as a part of the 

Secretary McExroy. I do not say this was without consultation 
with the Department of Defense. 

Senator Sparkman. I thought you said that it was not your pro- 

am. I thought you disavowed it. 

Secretary McExroy. No; well, I think that is extreme. 

What I was suggesting was that certain of the parts of the program 
were parts which were not necessarily determined by us to be mili- 
tarily essential. 





MILITARY AID BASED PRIMARILY ON POLITICAL MOTIVATIONS 


Mr. Irwin. May I give an example of what the Secretary is speak- 
ing of, Senator Sparkman? The overall value, as the law says, is 
determined by the State Department, although obviously it is done 
in consultation, and if Defense has a view on the subject, we would 
make that view known. 

But now as to a program that has its basis primarily in political 
motivation rather than strategic or military value it would bring to 
the United States, then 

Senator SparKMAN. I can understand that; but I wonder if you 
would pick out a specific country. 

Mr. Irwin. I will pick out [deleted]. 

From the strategic and military point of view, the military aid to 
[deleted] is not anticipated to be used by us in any war with the 
USS.R. But there is—— 

Senator SparkMAN. Do we carry military assistance in this pro- 
gram for the country of [deleted] which you are talking about? 

Mr. Irwin. We have given military assistance in this past year. 

The Cuarrman. Very little. 
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Mr. Irwin. We have given about [deleted] million, I believe, Mr, 
Chairman, and the basis for that was the belief that military assist- 


ance would bolster the Government toward the West and, perhaps, | 


save [deleted] from going Communist. 

Now, there was no direct military reason to aid our forces in 
giving that military assistance, but we, in Defense, strongly sup- 
ported the political motivation of State in giving that to [ életed} 

Senator Sparkman. Would that same thing apply to the country 
of [deleted | ? 

Mr. Irwin. No, sir; not in the same context. 

Senator SparKMAN. You feel it could make a definite contribution 
in the world defense picture? Is that a military determination ? 

Secretary McE roy. Yes; we think it could resist an attack by the 
Communists. [| Deleted. | 

Senator SparKMAN. How many countries are there which are, well, 
similar to the case of the country of [deleted] for instance? 

Secretary McExroy. Well, I think you would have to say some 
aspects of the [deleted] assistance have been of that nature. 

Senator SparKMAN. I thought aid to the country of [deleted] was 
principally on a quid pro quo basis. 

Secretary McExroy. Well, it is. But you see what you can do 
with your quid would be strictly military kind of equipment which 
could be regarded as generally supporting a strategic objective in that 
area, and some of what we have done there has been of a different 
character. 

[ Deleted. | 


PAKISTANI-INDIAN RELATIONS 


Senator Mansrrevp. Mr, Chairman, could I ask a question there! 

The Cuarrman. Yes; the Senator from Montana. 

Senator Mansrietp. Referring back to Pakistan, I think that what 
Senator Gore said has been true. I mean that there has been this 





feeling on the ~_ of the Pakistanis toward the Indians, and vice | 


-| 


versa. | Delete 


I think what the Secretary said this morning was that in view of | 


the Tibetan revolution, there was a possibility of an accommodation 
and a better understanding between Pakistan and India vis-a-vis pos- 
sible Communist penetration. 

I think it is true, because there has been, to a certain extent, up to 
this time, according to the public press, the beginnings of an accom- 
modation between the two countries and, perhaps, on that basis what 
the Secretary said was not only meritorious but true; but, at the same 
time, what Senator Gore has said has also been a feeling quite evident 
in the relationships between the two countries. I just want to make 
the record straight. 

Senator Gore. I now have Mr. Killen’s statement on this particular 
point, and here is what he said : 

[ Deleted. ] 

But here in the public session this morning this angle was not 
mentioned at all. 


Secretary McExroy. I would agree exactly with what Senator | 


Mansfield has said, there is no question that there is some feeling of 


the kind that Mr. Killen talks about, and incidentally, I think he is4 | 


very able public servant. 
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Senator Gore. I think so, too. 
[ Deleted. ] 


OBTAINING AN EXPLANATION OF REASONS FOR SECURITY CLASSIFICATION 


The Cuarrman. Mr. Secretary, I do not think we have made very 
much progress this afternoon, for one reason or another. 

I wonder if it will be proper to suggest that we try to arrange a 
meeting at a mutually convenient time for you or someone from your 
Department in connection with a representative from the State De- 
partment to bring to us a thorough explanation of this matter of 
classification. 

Secretary McExroy. I think it would be very desirable, and I 
would like to be requested to do that by the committee. 

The Cuatrman. | do request you now, and the Chief of Staff has 
tentatively set up a schedule. I was talking to him this morning 
about it, but I do not think it has been announced, and we will try to 
arrange a time. 

We have already invited the other witnesses for this week, and one 
of them, Assistant Secretary of State Merchant, has to go to Geneva. 

We can hardly change our schedule for this week, but we would 
hope that sometime next week we could get at the bottom of this 
matter, and then resume our hearings on the development of the 
country-by-country areas. 

I wonder if, in the remaining time, and it is very late, you have 
anything that you can volunteer to us that would be helpful ? 


UNEXPENDED BALANCES 


There was one thing I would like to suggest, if you are not prepared 
to do it, that you do prepare an explanation of what money is being 
carried over; that is, what are the unexpended balances, the uncom- 
mitted balances. This matter is always troublesome to us. 

Every year since I have been here there has been a great debate 
about that, and if you have not already prepared such a statement, I 
hope that is one of the things you will do. 

ecretary McEtroy. It will be completely covered. 

(The following information was subsequently submitted for the 
record :) 

UNEXPENDED BALANCES 


The management of unexpended balances receives careful and continuous at- 
tention from DOD. Control is achieved primarily by limiting funding to re- 
quired leadtime. Expenditures are made when materiel is delivered or when a 
service, such as training, is provided. In the case of long leadtime items, such as 
missiles, 3 or 4 years may elapse between the date of appropriation and the data 
of experiditure. A reduction in carryover is brought about by providing in any 
one year more assistance than the amount of the new appropriation. Last year 
DOD pointed out the sharp reduction of unexpended balances from a high point 
of $8.5 billion at the end of fiscal year 1953 to $3.4 billion at the end of fiscal 
year 1958. Expenditures in 1958 totaled $300 million more than the $1,856 
million appropriated. Similarly, in 1959 DOD expects to spend nearly $860 mil- 
lion more than the $1,515 million appropriated. In 1960, DOD plans to spend 
$250 million more than the $1,600 million requested. The carryover at the end 
of fiscal year 1960 will have been reduced to $2.3 billion, over half of which will 
have been obligated for missiles, aircraft, and ships. 
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such as missiles and related electronics 
reduction of this carryover would have a serious effect upon U.S. capability to 
meet priority requirements of our allies in future years. 


As of June 30, 


million. 





averaged about $2.4 billion for the 5 years from 


1955 
The estimated expenditure rate in fiscal year 1960 drops below 
$2 billion for the first time since 1952. 

Considering the required leadtime for many of the modern weapons systems, 


and communications systems, further 


1959, it is estimated that the unobligated balances will be $46 


Details on the budgetary and fiscal status of the military assistance program 
are shown in a document entitled “Military Assistance Budgetary and Fiscal 
Status,” dated May 14, 1959, previously furnished the committee. 


Fiscal year 1959 estimated fund availability, distributed by program category 
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Total military assistance programs.- - 
Add: Other mutual security programs 


Total military assistance appropria- 


{In millions of dollars] 


Unpaid 
obliga- 
tions or 
reserva- 
tions, 
June 30, 
1958 


$2, 930. 5 
36.9 
25.2 
44.9 

8.0 


3.6 
125.4 
104. 5 


1.6 


8.3 





3, 351.8 


repair, and rehabilitation of excess and MAP materiel. 
2 Excludes $6,100,000 for weapons production, funded under MAP order. 


3 Includes P. 


CH&T., 


62.9 | 


3, 343. 5 | 





Funds 
available 
for obli- 

gation 


$1, 090. 5 
4.0 

184. 7 
88.4 

25. 0 


70.0 


1, 598.0 








Expendi- 


ture 
availa- 
bility 


$4, 021.0 
40.9 
209. 9 
133.3 
33.0 
11.1 
195. 4 
187.5 
97.5 
11.9 
4,941.5 


4,949.8 | 


| 





Expendi- 


tures 


$1, 894. 2 
20. 0 
158. 8 
82.6 
24.0 


7.4 
70.0 
66. 2 
35. 1 
11.8 


2, 370. 1 


2, 373.7 


3.6 


| Unex- 
pended 
balance 
June 30, 
1959 


> ho ho 
Rene © 





1 Includes MAP orders, military sales, direct procurement in United States, OSP, Navy shipbuilding, 


OSP office expenses, maintenance of stockpiles, and O. & M. of MAP installations. 


4 Includes $46,000,000 unobligated ($25,000,000 appropriation and $21,000,000 MSMS unused collections). 


Secretary 


DETERMINING 


McEx:roy. 


COUNTRY-BY-COUNTRY 


NEEDS 


I have one suggestion as to something that 


might be of interest, at least I have kind of tried to put myself in the 
position of one of you gentlemen. 


The Cuatrman. I hoped you would do that. 


Secretary McExroy. I do not know if you have had enough of this, 


and if you have, then we will not do it. 


‘But it has seemed to me that 


you might want to learn something rather specifically about the way 
in which the Joint Chiefs approach their job of determining country 
by country what they regard to be a needed military force within 
that country in support of the mutual defense of the free world. 
Would you like to hear something of that sort ? 
The Cuarrman. Yes, we certainly would. 
Secretary McExroy. I think General White is prepared to talk 
about that, because it seemed pertinent to the whole subject. 
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The Cuairman. I think it would be a good thing. 

General Wuire. Part of each year the Chiefs work up what we call 
a joint strategic objectives plan which sets forth our military ob- 
jectives for the | deleted |] period. 

In those we set forth what are the global requirements for the U.S. 
strategic point of view, what part of these can, should and can, the 
U.S. forces fulfill, what part can friendly nations fulfill, and it is 
from that basis that the military assistance program force objectives 
are worked out. 

That, in turn, in coordination with the State Department, depends 

‘eally on five things. ‘They have not been delineated in just so many 
te one, two, three, four, five, as I would like to do, but I think 
they have all been touched upon and the military assistance program 
force objectives are the major combat units of the armed forces of 
our allies, which we are willing to consider for support with grant 
aid and which: 

One, are in some measure beyond the capabilities of the specified 
countries to develop or maintain themselves. 

Two, that these forces can be expected to be activated, equipped, 
and supported by the beginning of the [deleted | period. 

Three, are within the totals of the strategic force objectives. 

Four, should be developed or maintained to insure the availability 
to the United States of key bases and facilities required to maintain 

J.S. security. 

Five, those that the United States is politically committed to sup- 
port. 

Now, those five elements are what we consider in working up these 
forces. 


BASIS FOR MILITARY AID TO UNDERDEVELOPED COUNTRIES 


The Cuairman. When you come to these areas that you can already 
sense are controversial, the underdeveloped areas, I am curious as to 
how you apply that procedure to them, to some of ‘those countries that 
have been mentioned by Senator Gore and others. 

I cannot see how you can believe that the forces that you generate 
in, well, the countries of [deleted] or in any other small country, have 
any bearing upon the U.S. defense. 

General Wurre. I really think, and so do my colleagues, that the 
small amount that we have given the country of [deleted ] can contrib- 
ute to the antisubmarine threat that would exist in the approaches to 
the Gulf of Mexico. 

| Deleted.| It gives them a feeling of solidarity, mutuality with us 
in an area of extreme proximity, and we have to, I think, always bear 
in mind that this threat is a total one, and that it is not the specific 
military 

The Cuairman. I do not wish to appear to be arguing with you, 
but it seems to me our experience is to the contrary. 


| Deleted. | 
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That is the first time I have heard this advanced. 

General Wurire. There are two sides to this question. 

The Cuarrman. I have never heard that stated seriously. 

General Wuire. | Deleted.] I only say—my only point now is—I 
think there are two sides to the question and I certainly am not com- 
petent to—— 

The Cuarmman. The reason I bring it up is that it bothers a lot of 
people, as you can see, and it is the duty of the Defense Department 
and the Department of State to make a case at the minimum to con- 
vince this committee so that the committee can convince the Senate; 
otherwise, this program is going to suffer some very serious damage. 

I am not sure that the case has yet been made, and I hope you and 
the Department will gather your forces and make this case, especially 
on these instances I mentioned. 

It strikes me that the NATO case has been pretty well made—at 
least I do not find my colleagues raising the same kind of questions 
about it. 


IF UNITED STATES DOESN’T SUPPLY MILITARY AID TO LATIN A MERICA, 
THEY WILL GET IT ELSEWHERE 


But last year and the year before the same questions were raised 
on all these underdeveloped areas—Latin America and all the others— 
and the Senate has gone along with the programs, I think somewhat 
reluctantly. But you already sense, I think, that there is a rising 
trend here that is rebelling against these aspects of this program, and 
if it is going to be, and should be, put across you are going to have to 
doa very good job of explaining the program. 

Mr. Irwin. Mr. Chairman, may I add—pardon me, General White. 

General Wurre. I was going to add another facet to this. 

History has proven that where we do not assist these Latin Ameri- 
can countries they turn to other areas for assistance. 

The CuarrMan. For example? 

General Waite. [Deleted.{ 

The Cuarrman. Military? 

General Wurre. An air mission. We had a naval mission there 
for some years. 

General Wurre. [ Deleted. ] 

The Cuarrman. Were they purchases or grants? 

General Wurre. They were purchases in those cases. 

The CuairmaNn. I am not talking about a purchase program. 

[ Deleted. ] 

Senator Gore. You cited two cases. 

| Deleted. | 

General Wurrr. I cited three. 

Senator Gore. In both of which they were buying their equipment. 
[ Deleted. | 

[ think it is a fallacious policy to think that we have to give 
material around the world to keep them from buying it from some- 


body else. 
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General Wuire. We also sell them quite a lot of equipment, the 
Latin American nations. 

The CHarrman. I thought you were talking about keeping the 
Communists out of these countries. 

[ Deleted. ] 

I admit I do not like that, and I would hate to see that happening 
in Latin America. 

Secretary McExroy. Well, it happened, of course, in [deleted] 
until we came along and finally got ourselves in a somewhat compara- 
ble position. 

This kind of thing is going on in Iraq. The same kind of question 
is up in the northern African countries of one sort or another. This 
is the kind of a problem we have and in Latin America no matter 
how you slice it there is no doubt that the Russian mission and the 
Chinese together have subversion of the countries of Central and 
Latin America as an objective, and an important objective. 

One of the things, of course, that can happen, as we have also seen 
here and there around the world, is that where a government is not 
able to support itself against a closely knit disciplined group of Com- 
munists, they can be pushed off their chairs even though that Com- 
munist group is a strict minority of the total number of people. 

This, to me, is a matter of extreme concern in Latin America, and 
I think we are going to have some of these problems to face in Latin 
America, in my opinion, within a relatively few years. 


QUESTION OF MILITARY VERSUS ECONOMIC ASSISTANCE IN CERTAIN AREAS 


The CHatrman. What I hope is that you and the Department 
will come in here in the very near future, and take some good ex- 
amples and really make a case for this, not just a speculative case 
but a real case. 

There is a great feeling that in many instances we are just fol- 
lowing the same old pattern without any sense of discrimination and 
without evaluating the conditions in the respective countries, but 
just following kind of a general pattern of treating everybody alike. 
I think it is time we be given a very full explanation and justification 
of many sample cases, all of them, if necessary, but at least many of 
the countries in this category. 

Secretary McEtroy. Well, some of this, of course, will come out in 
the regional discussion, but we can take those, and if I sense the dis- 
cussion today, there is not the questioning of such areas as Korea or 
Taiwan that there is of such areas as Latin America and Central 
America. 

The Cuatrman. That is right. 

I think the question of Taiwan might be one of degree. I have 
heard people question how important it was to build that dam at a 
tremendous cost, whether or not that was necessary, but that is a 
little different problem. 

It is not a question so far about the overall military problem there, 
and the principle. But this matter of Latin America—and, I think, 
the same is going to happen in Africa—is a very serious problem. 
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I do not believe the populations are capable of operating modern 
weapons. We had a very distinguished citizen, a British citizen, who 
lives in Ghana, before the committee not long ago, who talked about 
Africa, and I certainly gathered from that testimony that the problem 
there is primarily economic, and that it would be ‘unfortunate if an 
arms race were started in that area. 

[ Deleted. ] 

Secretary McErroy. That is right. 

The Carman. [Deleted.|] What I am looking for is the proper 
policy for the future. 

Secretary McEtroy. That is right. 


MINIMIZING MILITARY ASSISTANCE 


The CuHarrman. I am wondering whether or not we would not be 
wiser in such cases as that of Cuba and in other Latin America 
countries to minimize the military and to maximize to the limit of 
our capacity the nonmilitary, the economic, particularly to bring 
about some political stability. 

Nearly everyone agrees that all Latin America needs to march for- 
ward rapidly is a period of reasonable political stability. [ Deleted.] 

Now, the question is how to bring it about. 

Is it the military assistance ? 

Secretary McExtroy. No, I do not think we think so. 

The Cuarrman. Then it isa matter of degree. Ido not favor com- 
pletely getting rid of all military aid, even in these areas, but it 
seems to me that it could be kept at a minimum. 

Secretary McExtroy. Well, the programs are not large in the usual 
sense of military spending, but they are substantial amounts of money. 


EQUIPMENT FURNISHED TO LATIN AMERICA 


I think as you get into the specific uses of funds in Latin America, 
you will see that these are antisubmarine aircraft. There is a type of 
aircraft that has detection devices which are quite effective in spot- 
ting submarines. 

Then you have other kinds of equipment [deleted]. This is the 
kind of thing which you will find in there, you will find some other 
things as well, but this is the principal kind of thing which is 
involved. 

General Wurre. These things, too, in some cases, Senator, have a 
dual purpose. 

In ideleted] for example, where we have these P2V’s, which are 
antisubmarine aircraft, the [deleted] are using them to supply and 
administer some of their remote areas out on the tributaries to | de- 
leted] in which the only communication is either by canoe on the 
rivers or the P2V’s which the [deleted] Air Force runs down there 
on a regular schedule to carry passengers and supplies, and so on. 
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The Cuatrman. I think just such facts as you are now mentioning 
about a specific country would be very helpful to this committee. 


MILITARY AID TO HAITI 


General Wuire. The only internal airline in Haiti is run by the 
Haitian Air Force. We do not furnish the aircraft, It is the Haitian 
Air Force. 

The Carman. You would say, then, that one justification for 
military aid to Haiti is this fact ? 

General Wure. I point this out as an example of the dual use, 
where these particular aircraft have very little military value, but 
they are part of the Haitian Air Force. They do keep the air force 
flyable in peacetime, and— 

Senator Cartson. It may be that when we get this information 
country by country, we will get that. 

The Cuatrman. I hope we will do that. I hope you do not think 
we are too critical about this. 

In the final analysis we are really seeking material which we can, 
if it is persuasive on us, use as an explanation for our colleagues and 
our constituents. 


[Deleted.] 
MAJOR ITEMS IN MILITARY AID PROGRAM FOR LATIN AMERICA 


Mr. Irwin. Mr. Chairman, may I take you back to your last com- 
ment on Latin America? 

Now, when the regional group is here from State, Defense, and 
ICA, they will go into the details of the Latin American program. I 
would like to point out though that of the $96 million that is scheduled 
for Latin America in 1960, roughly [ deleted ] million of it is going 
toward Brazil primarily on the basis of Fernando de Noronha; 
[deleted] million is of credit financing for Venezuela, which will be 
paid back. 

The CuarrMan. Isthat for arms? 

Mr. Irwin. I am not sure just what items it covers, but it is for 
armaments. 

The CuarrMan. But it is for the purchase of arms? 

Mr. Irwin. Yes. 

Another [deleted] million is for credit financing of ship loans that 
have been specifically authorized by Congress for ‘Latin America. 

So, out of the $96 million you have roughly $70 million on those 
three items. 

Now, the reason I speak of this is not to argue the point or justify 
it, but to show that from the overall South American point of view, 
the country by country program is a very small fraction of the total 
military assistance program. In the judgment of State and Defense 
this is a minimum program, and I agree it is a question of judgment 
as to how much you put in any ps articular place. 

But I just eae to point out that this is, when you look at it, 
except for those three items, a very small percentage. 
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MILITARY AID AS A DETERRENT TO COMMUNISM 


The other comment I wanted to make relates back to your very 
apt point of the problem raised by [deleted] and such countries that 
have looked like they may go Communist, and that is that I think the 
military assistance program cannot be accused as one of the reasons 
these countries go Communist. 

It may be a factor that did not save it from communism, but there 
are many other political and economic and emotional factors within 
the country or within the region that I think are the primary reason 
for a country like Iraq falling to the degree it has toward the left. 

The Cuarrman. Mr. Irwin, I would agree with that. But I think 
you are reversing the tables a little. You are advocating as a reason 
for giving aid that it would give a country some stability. I am only 
questioning that. I did not say it affirmatively did. It obviously 
did not prevent a certain country from being taken over, so the argu- 
ment that it should be given in order to keep a country from being 
taken over is not a very good one. 

Mr. Irwin. I did want to make the point, or I did not want it to 
appear in the record, at least unchallenged, that military assistance 
was, perhaps, one reason why it went. It perhaps did not succeed, 
sir, in preventing it. But that, in some of these countries, is a risk, I 
think, the United States should take. 


AID TO LAOS 


Let me give you an example which we are now facing, which is in 
Laos. We are putting considerable funds in Laos, both economic 
and military. 

The CHarrman. Very considerable. You have already put it in. 

Mr. Irwin. You can look into the future and say whether Laos next 
year will be on the free side of the world, or will have gone Com- 
munist? We feel this is a good gamble. We feel in the last year 
progress has been made in Laos, that it has moved further away from 
the left. It has taken the Pathet Lao battalions which were leftist, 
and it has absorbed them into the Laotian Army, and then distributed 
them back partially into civilian life, and has eliminated that much 
of a threat. 

It has taken certain of the Communists out of the government. It 
is true that all of this assistance which has been given may go down 
the drain in another year. 

But, as we look at it today, it appears a good political and military 
and economic risk for the United States to make that investment in 
Laos. 

OVEREMPHASIS ON MILITARY AID 


The Cuairman. Mr. Irwin, I do not think you understood what I 
had in mind. The point I was trying to make is that in making a 
certain amount of funds available to the country of [deleted], for 
sxxample, I think we have a problem of creating political stability, of 
ow a country that can survive under its own independence; that 
in the choice of using the money for military aid or for economic aid, 


I think the tendency has been to take too much of it for the military. 
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I sympathize with you people in the Pentagon; all your responsi- 
bility is military, an it is only natural that you do everything you 
can to emphasize it. 

All Iam saying is that I, being neither in the State Department nor 
in the Military Establishment, think that you have been unusually 
successful in getting a part of this for the military. [Deleted.] If 
something more had been done for the satisfaction of the demands of 
the poor people in certain countries whose standard of living is 
extremely low, we might have found regimes more stable and more 
friendly to America ; that is all. 

I think even in Laos, that some of the things that occurred from 
these very large injections of capital and military, such as the infla- 
tion and corruption that accompanied them, have often caused a great 
deal of resentment about Americans. 

You have all read “The Ugly American,” or you have heard about 
it, and we have many other accounts of the difficulties of administer- 
ing these programs, not because the military or anybody else intends 
the results which occur, nor that the administrators are necessarily in- 
competent. 

Many of the administrators lack knowledge of language and ex- 
perience; that is, many of those who administer these programs at 
the local level. I think the evidence at least raises the question of 
whether or not we have not overemphasized the military versus the 
economic aid in these given countries. 

Although your objectives and mine are exactly the same—none of 
us disagrees with what we want to accomplish—we are only concerned 
with which is the most effective means. The people are all fascinated 
with the great modern developments in the military which concen- 
trate everybody’s mind on the military, and our budget reflects that. 
Forty-five billion dollars goes for the Defense Establishment, and we 
tend to think the military can do everything. 

I think we expect entirely too much of the military in many cases. 

The only question I raise, and which I think the committee is try- 
ing to raise, 1s that haven’t we, perhaps, gotten this program a little 
out of balance in these poor countries that really cannot make a 
large military contribution. 

You do not really think that in a war the country of [deleted] is 
going to come to our assistance, do you, or that the country of [de- 
leted] is going to come to our assistance ? 

Secretary McExroy. No, sir. 


FACTORS IN DETERMINING MILITARY AID AMOUNTS 


The Cuatrrman. What is needed is political stability that will pre- 
vent them from going Communist by subversion; that is what most of 
us think we need in these little countries. 

Mr. Irwin. I agree with everything you say, sir, and I think I 
fully subscribe to the philosophy you put forth, sir. The question is— 
and I think this is what we al try to develop through the regional 
hearings as we go through country by country—as to why we have 
recommended this particular figure for military assistance and that 
State and ICA justify the economic assistance. 

But I would add, in recommending our military assistance figure, 
we do take into account factors of economics; State adds political 
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factors. We take into account the technical capability of the country 
to absorb and use the weapons. We take into consideration the man- 
power in the country, whether they have enough to man the units, 

We try to take into account all of these types of factors, plus 
the lead-time of the weapon—how long it would take before we 
ean deliver it to a country. 

Now, we may end up with a judgment that one of you gentlemen 
will question, but we have tried to include in reaching the figure, I 
believe, the principles that you had asked us to include. 

Now, our judgments, as I say, may differ from what you would 
come up with. 

The CHamman. Our attitude is that you should be able to make 
such a good case that you persuade both the committee members and 
the Congress. 

Mr. Irwty. That is what I hope we can do, sit. 

The Cuatrman. It is, I grant, terribly unfortunate, that this whole 
thing cannot be argued out in public or certainly before the whole 
Senate, but it just cannot. 

[ realize that you may have gone too far in classifying information, 
but I still realize there is a great problem. You cannot put it all out 
on the table without aiding a potential enemy, and that further makes 
our job of justifying the assistance a difficult one. 


BASING MILITARY REQUIREMENTS ON NEED—EXAMPLES OF LAOS, KOREA, 
AND TAIWAN 


Secretary McExroy. If I may, let me say a little something about 
this, Mr, llsivean, and it will be brief. 

The question of how much you should do in economic assistance to 
me is one question. Another question is what you should do militarily. 
I have not thought of these as needing to be in any particular rela- 
tionship to each other. It seems to me that you have in the case 
of the judgment of what you should do militarily a better measuring 
stick of your needs, what you expect to get in strengthening the 
overall mutual security around the free world, and I would think that 
this committee would want to ask itself not what proportion of the 
total should go which way, but what is required for each of these 
needs. 

Now, your question on Laos, I would not expect Laos to come to the 
aid of the free world if we had a big conflict. What we are trying 
to do in Laos is to give enough strength to Laos so that she will not be 
attacked by the Northern V ietnamese, the Vietminh, with the kind of 
a problem that that would put before us as to w hether we would ac cept 
the extinction of Laos or whether we would commit certain of our own 
forces or just really what we would do in order to avoid one of the 
free world nat ions destroyed. 

If there is enough military strength in Laos to avoid any conflict 
there, that, to me, is the gain that we have been striving for in Laos. 


Now, in the case of some of the other countries like Korea, like 


Taiwan, I would expect them really to fight their battles. If the 
battles got big, we would have to support them, but until they did get 
big, they would be able to carry their own scrap with their own forces, 
to fight for their own real estate, and I think people always fight best 
when they are fighting for their own homeland. 

The Cuamman. That is right. 
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CHOICE BETWEEN MILITARY AND ECONOMIC AID 


Well, I am not sure that I will accept the idea that from our point 
of view the only requirement is what the need is, because the limit of 
what you can get is a very important factor. We never have suc- 
ceeded, even those of us who supported the full amount, in getting the 
full amount. You always get less than you say you need, so that 
leaves a choice, and if we speak of this in very broad terms, T-do not 
think you can avoid considering the probabilities of a conflict between 
the Communist world and our own. As our nrilitary and atomic 
scientists have developed our strength on the national level, it has 
tended to cause many of us to believe that the probability of war in 
a big sense is less and less and that this whole conflict is turning more 
and more to economic warfare, which has as its objective, of course, 
not just economic, but also politic al, subversion of these particularly 
weaker countries. 

If one’s judgment leads one along that line, then one begins to say 
that we ought to begin to adapt our whole program to “that area, 
placing less and less emph: isis on the military and more and more on 
combating subversion. _I think that is what is going on in the minds 
of a lot of Members of C ongress, and in the minds of people generally. 


COMMUNIST ECONOMIC VERSUS MILITARY THREAT 


Secretary McExroy. I would believe, Mr. Chairman, that after a 
few years, during which I think it will be necessary for us to put some 
large weapons in our arsenal and disperse them, and harden them, so 
that they will be comparatively invulnerable, that it should be possible 
for the military budget of this country to be modified some, and the 
funds of that sort to be made available for other types of competition 
with the Communist world. 

The Cuarrman. Well, I think that what is probably behind this 
searching criticism of the military side is the feeling that the world 
is moving away from that. I think the Russian incursion last year, 
into the markets, as you are well aware of, with the dumping tactics 
and so on, is leading to the belief that that is where the Russians 
are expecting to expand their activities, and that they are less and 
less concerned with the probability of an all-out attack. 

I think that what you say about Laos, as in many of those small 
areas, is very appropriate. But that same argument is hard to apply 
to Latin America 

Secretary McE roy. That is right. 

The Cuairman. Latin America is the area which has caused so 
much criticism. As of the moment at least, I think the reaction is 
going to be the same, and a little different from Laos. 

Secretary McExroy. I think these are areas where the greatest dif- 
ficulties exist as to just what your program should be. 


ROLE OF MILITARY AID IN FACTOR OF NATIONAL PRESTIGE 


There is a matter of national prestige that gets into all of this. 
Why it would seem necessary for Sys apes to get all of this military 
equipment from Czechoslov: akia, I do not quite understand. But a 
country is very likely to feel that: it pretty nearly has to have some 
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soldiers walking down the street with something over their shoulders, 
and a few things on wheels, before they feel that they have arrived. 

These things happen. The country that happens to supply that 
country with materiel and also advice on how to use it is likely to 
have a certain position in that country for other types of intrusion. 

The Cuairman. Yes. 

Well, I agree with you on that. 

Does anyone have any more to say ? 

Senator Sparkman. Nothing more. 

The CHarrman. We certainly have taken up a full day. I apol- 
ogize for taking up so much of your time. I am not sure we made 
as much progress today as we would have liked. However, we have 
outlined some problem areas and perhaps at the next meeting we will 
cover more ground. 

Secretary McExroy. One of the things we will do as a result of 
this discussion today is to go to our people who have the regional 
responsibilities and ask them to be ready with specific examples that 
can be given, because I feel as if that is what the committee is really 
reaching for. 

Now, with respect to Mr. Irwin and myself, I think we should say 
to you, sir, that Mr. Irwin and I are leaving on Friday also for some 
of the conferences. I do not know how long we will be gone, but I 
will see to it that on this point of the classification, declassification, 
and all of that, that you have requested of me, that Mr. Quarles will 
be prepared to discuss it with you. 

he CuarrMan. Fine. Yes, I hope you do make a good case for 
that. 

Thank you very much. The committee stands adjourned. 

(Whereupon, at 5:05 p.m., the committee was adjourned to recon- 
vene on Thursday, May 7, 1959, at 10 a.m.) 
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THURSDAY, MAY 7, 1959 


U.S. Senate, 
CoMMITTEE ON ForerGN RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, in executive session, 
at 10:05 a.m., in the committee room, U.S. Capitol Building, Senator 
J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Sparkman, Humphrey, Mansfield, 
Long, Morse, Gore, Church, Aiken, and Carlson. 

Also present: Stuart H. Van Dyke, Assistant Deputy Director for 
Operations, ICA; John N. Irwin, Assistant Secretary of Defense for 
International Security Affairs; and Charles H. Shuff, Deputy Assist- 
ant Secretary of Defense for Military Programs, Department of 
Defense. 

The Cuarrman. The committee will come to order. I understand 
that in the next few sessions executive branch witnesses dealing with 
the areas or regions of the world will appear and that the executive 
branch, in order to conserve the time of the committee and to allow 
the fullest opportunity for questions, will present only one opening 
statement on each area, although three witnesses will be at the table. 

These three witnesses in each case will be the Assistant Secretary of 
State for the region involved, together with the officer of the Depart- 
ment of Defense who deals with the military assistance program in the 
area involved, and the officer of the ICA who is primarily responsible 
for the economic programs in the area involved. 

The Assistant Secretary of State will read a single statement, briefly 
outlining the program in the area. The ICA and Defense witnesses 
have more detailed statements which are on the committee table, and 
which they will wish to insert in the record. All three witnesses will 
be available for questioning. 

This morning we have the Honorable Livingston T. Merchant, 
Assistant Secretary of State for European Affairs, and the regional 
team to testify on the European aspects of the mutual security 
program. 

Mr. Merchant is accompanied by Maj. Gen. John S. Guthrie, director 
of the European region, Office of the Assistant Secretary of Defense 
for International Security Affairs, and Mr. Donald B, MacPhail, 
representing the ICA. 

Mr. Secretary, we are pleased to have you, and we welcome your 
statement. 
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STATEMENT OF HON. LIVINGSTON T. MERCHANT, ASSISTANT 
SECRETARY OF STATE FOR EUROPEAN AFFAIRS, ACCOMPANIED 
BY MAJ. GEN. JOHN S. GUTHRIE, DIRECTOR, EUROPEAN REGION, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTER- 
NATIONAL SECURITY AFFAIRS; AND DONALD B. MacPHAIL, 
ACTING REGIONAL DIRECTOR FOR AFRICA AND EUROPE, INTER- 
NATIONAL COOPERATION ADMINISTRATION 


Mr. Mercuant. Thank you, Senator, I am delighted to be here. 

The day before yesterday Secretary Herter appeared before this 
committee to inform it of the progress made at the recent Paris meet- 
ing of the four Western Foreign Ministers in their preparations for 
the negotiations which will begin in Geneva on May 11. I should like 
in this connection at the outset of my remarks to record my conviction 
that the mutual security program which we are considering today has 
a most important bearing on the larger objectives we are seeking to 
attain through these negotiations. 


CONCLUSIONS OF NATO FOREIGN MINISTERS 


The meeting of the 15 Foreign Ministers of the North Atlantic 
Alliance in Washington a month ago recognized 3 important facts: 

First, the Soviet threat to the free world remains undiminished; al- 
though the threat has taken on new forms and appears in many parts 
of the world, the direct threat to Europe and NATO remains at least as 
great as ever. 

Secondly, NATO has played a significant role in maintaining the 
security of the Western World during the past 10 years, and in the 
face of this threat has prevented aggression against Europe and 
North America. 

Thirdly, NATO’s fundamental unity on the basic issues of our re- 
lationships with the Soviet Union and NATO’s strong military pos- 
ture are the foundation of our efforts to achieve reasonable solutions 
to the questions at issue between the Soviet Union and ourselves. 
Reaffirmation of these conclusions was implicit in the discussions in 
Paris last week of the Foreign Ministers of France, the Federal Re- 
public of Germany, the United Kingdom, and the United States. 


NATO AND THE MUTUAL SECURITY PROGRAM 


Of the contributions which the United States makes to strength- 
ening NATO, the mutual security program is in my opinion an ele- 
ment of the greatest significance, and I believe it is essential that we 
not lose sight of this relationship. 

The Cuairman. You say, in your opinion. You are speaking for 
the Department of State—— 

Mr. Mercuant. I am, sir. 

The Cuamman. And the opinion you are expressing is not a per- 
sonal one. 

Mr. Mercuant. It is not a personal opinion. 
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MILITARY EMPHASIS ON EUROPEAN AREA PROGRAM 


Mr. Mercnant. As you know, the mutual security program in the 
European area is almost entirely military in nature; of the $542 mil- 
lion proposed for fiseal year 1960, more than $517 million is for mili- 
tary assistance and defense support. The total military assistance 

rogramed for NATO countries, which would include Greece and 
Turkey but exclude Spain, is $714 million, of which new type wea- 
pons, including aircraft, account for some $300 million, or about 40 
percent. Moreover, almost all of the $138 million requested for the 
four military cost-sharing programs (infrastructure, mutual weapons 
development, weapons production and international military head- 
quarters) listed in the nonregional portion of the proposed fiscal year 
1960 military assistance program is intended for the NATO area. 
Despite the increasing emphasis on advanced types of aircraft, guided 
missiles and electronic equipment, there is a continuing need to main- 
tain the overall combat effectiveness of conventional forces as well. 

I believe that the American people are becoming increasingly 
aware of the diversified character of the Soviet challenge. We are 
realizing more and more that our freedom, our safety and our well- 
being cannot be defended by arms alone. The drive of the Soviet 
rulers to expand their influence and domain is supported by great 
power and by the use of threats to use that power to enforce their 
will; moreover, this drive is reflected in an unceasing contest in propa- 
ganda, in production, in trade, in science, in education, and in cul- 
ture. It is well that so many Americans have come to appreciate the 
implications of this many-sided struggle. 

But, having learned that military power alone is not sufficient to 
resist the pressures of Communist expansionism, we should not, I 
believe, make the mistake of assuming that military defenses are for 
that, reason any less valuable. There is no safety for even the most 
prosperous and stable nation if that nation’s military defenses are 
weak. 

By appropriating approximately $40 billion a year for our own 
national defense establishment, the Congress has given unmistakable 
evidence of its continuing concern for adequate military defenses. 
The military defenses of our allies are equally vital and inseparable 
from our own. The mutual security program for Europe contem- 
plates spending an amount approximating 1 percent of our national 
defense budget to help our European allies attain a defensive capa- 
bility, constituting a substantial addition to our own, for the protec- 
tion of Europe and America alike. 


MILITARY CONTRIBUTION OF NATO ALLIES 


As long as there are other free countries which possess important 
resources in manpower, in raw materials, in industrial techniques, in 
science, in terrain, et cetera, and have the will to resist aggression, it 
is certainly in the interest of the United States to endeavor to make 
sure that their resources are effectively utilized and combined with 
our own in a common defense effort. This means that we must think 
not in terms of national defense alone but in terms of the total de- 
fensive capabilities of the free world. 
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I have sometimes been asked how long the Mutual Security Pro- 
gram must continue—how soon the European nations will be able to 
stand on their own feet. Today, none of our allies can stand com- 
pletely on its own feet in a military sense, and it is doubtful that the 
United States itself could afford to do so. Our purpose in providing 
equipment and training to our NATO allies is not to enable any one 
country to develop sufficient military power to stand alone against 
the Soviet threat, but to enable each of these countries to make an 
optimum contribution to the total power of the Atlantic defense sys- 
tem. This means, in my judgment, that the Mutual Security Pro- 
gram should continue in Europe as long as it represents a worthwhile 
investment by the United States in terms of the combined defensive 
power it generates. 


ARE NATO FORCE GOALS BEING MET? 


Senator Mansrietp. Mr. Chairman, may I ask a question there? 

The CHamman. Yes. 

Senator Mansrievp. Mr. Secretary, you state “to enable each of 
these countries to make an optimum contribution to the total power 
of the Atlantic defense system.” 

Are our allies making an optimum defense contribution to NATO? 
How do they stand in relation to the goals agreed to in Lisbon in 
December 1952? That might be a military question. 

General Gururir. Yes, sir; I have the data on that. They are 
making progress. Of course, as you know, the original Lisbon goals 
have since been revised downward in 1954, primarily due to the in- 
troduction of nuclear weapons into the NATO forces, which en- 
abled all of the countries to cut their total goals in terms of manpower. 

Senator Mansrretp. Let me ask this question: What was the divi- 
sion force goal agreed to at Lisbon? It was something in excess of 90 
divisions; was it not? 

General Gutnrtr. Yes, sir; it was close to 100, active and reserve. 

Senator Mansrie.tp. What is the division goal now under these new 
requirements which you say have been scaled downward because of 
the introduction of nuclear weapons? 

General Gururie. Just a moment, I have it right here. 

Senator Mansrietp. Yes, sir. 

General Gururir. The total including both active and reserve forces 
for what is known as the minimum essential force requirements for 
1958-63 is now much less. [ Deleted. ] 

Senator Mansrievp. How many are immediately ready for combat, 
as our five divisions in Western Europe supposedly are? 

General Gururte. I can take it country by country, if you would 
like me to do so. 

Senator Mansrie.p. Just the overall figures. [ Deleted. ] 

Well, that would be somewhat comparable to the Lisbon agreement, 
because it was based on the same sort of agreement of outline, as I 
recall. 

General Gururie. Yes, sir. But at the time of the Lisbon agree- 
ment, you will remember Turkey, Greece, and Germany had not yet 
joined the NATO alliance when that was made. 

Senator Mansrietp. Now, asI understand it, the [deleted] divisions 
are at the present time in a state of immediate combat readiness. 
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General Gururtiz. Yes, sir; that is correct. 

Senator Mansrtevp. That is surprising, because I had thought the 
figure was [deleted | less. 

General Gururir. Well, in Central Europe, which of course is the 
most discussed and well-known area, there are less [deleted] on the 
ground in place and ready to go. 

Senator Mansrievp. This is exclusive of Greece and Turkey. 

General Gururie. And Norway and Denmark. And Italy, also; 

es. 

[ Deleted. } 

Senator Mansrie.p. Of those [deleted], five are American divisions. 

General Gururim. Five; yes, sir. 

Senator Mansrievp. As long as you are excluding Italy, that ex- 
cludes some [deleted] American troops in northern Italy at that 
special base. 

General Gururie. Yes, sir. 


ASSESSMENT OF MILITARY EFFORT OF OUR ALLIES 


Senator Mansrretp. Do you think that our allies are making an 
optimum contribution to NATO on the basis of those figures, plus 
the fact, if my memory serves me correctly, that in recent months both 
Belgium and Denmark have announced a reduction in their terms of 
military service for those who are conscripted ? 

General Guturir. Well, sir, of course these things are balanced by 
our colleagues in the State Department in terms of the political prob- 
lem of each country which sometimes overrides the purely military 
requirements. Naturally, we would like to have the longer terms of 
service in all countries. 

Senator Mansrievp. And more divisions? 

General Gururir. Yes, sir. 

Senator Mansrretp. So the answer is, as I understand it, that there 
is a difference of opinion between State and Defense, and my guess 
would be that the NATO countries of Western Europe have not. fur- 
nished their optimum requirements to maintain a strong NATO. 

What vente you think about that, Mr. Secretary ? 

Mr. Mercuan'r. Could I comment on that, sir? 

Senator MAnsrre.p. Yes. 

Mr. Mercnuanr. The effort which our NATO allies are making in 
my og omy is a creditable one. It certainly falls short of what we 
would like to see, and it falls short of what on a purely military 
planning basis the military would like to see. 

But I think we have to appreciate, as you so well know from your 
experience in Europe, that the limitations placed on governments 
which are political as well as economic in character do not in 
many cases enable governments to produce the full military effort that 
the military people, themselves, would like to see. 

In many of the European countries, there is either a delicately poised 
coalition government, or there is the absence or the failure to achieve 
anything resembling the extent to which we have a fully bipartisan 
foreign policy, and these political elements, as well as economic con- 
siderations, do impose limitations. 
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So to summarize, I would say that taking all those factors into 
account, the result is creditable but still falls short of what we would 
like to see. 

Senator Mansrietp. Could I ask one more question / 

The CHarrMan. Yes. 


WEST GERMANY'S MILITARY STRENGTH 


Senator Mansrrevp. What is the relative strength today of the Fed- 
eral Republic of Germany compared to the American strength in 
Kurope in the NATO area? 

General Gururir. The Germans have [deleted] developed a sub- 
stantial portion of the 12 divisions which they will eventually achieve. 
Now, not all of these [deleted] divisions are fully trained and combat 
ready, but they have a very real capability. [Deleted.] 

Senator MAnsFie.vp. In round numbers, how many troops do we 
have in Germany at the present time—200,000 ? 

General Gururiz. Yes, sir, approximately. 

Senator MANsrieLtp. How many do the West Germans have in 
Germany ? 

General Gururim. I think they now have nearly as many. [De- 
leted.| I have it here. 

Senator Mansrievp. That is all right. We will get that information 
later. 

The point I am getting at is this: Is it a fair assumption to make 
that in the not too distant future the Federal Republic of Germany 
may well become the strongest, insofar as forces are concerned, in the 
whole area ? 

General Gururin. Yes, sir, of those stationed in central Europe. 

Senator Mansrievp. That is all. Thank you. 

Senator A1Kken. Is the size of the German division restricted / 

General GurHriz. No, sir, they are somewhat along the lines of 
ours. 

Senator AIKEN. I suppose they could have 25,000 or 30,000 men in 
a division ¢ 

General Gururiz. Well, they don’t; they have about 12,000 to 
15,000. 

Senator Arxen. They are probably not ready for them yet. 

General GuTHRIE. They only have a 1-year term of service in Ger- 
many, which means there is a good deal of turnover. 

Senator Arken. It means that they will have all of the young men in 
(germany trained in 5 or 6 years’ time. 

General Gururte. [ Deleted.| Yes, sir. 

Senator Mansriexp. Isn’t that what they did to get around the 
terms of the Versailles Treaty, building up cadres so ‘that in a short 
time they could really expand ? 

General Gururiz. They are having troubles now, in retaining in 
service technicians and specialists just as we do; the wages of in- 
dustry have lured a great many men, and they have trouble keeping 
the skilled men. 





NATO’S VALUE 


The Cuatrman. Mr. Secretary, will you continue ? 
Mr. Mercuant. Yes, sir. 
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The value of NATO, of course, cannot be calculated solely in terms 
of the level of defensive power attained. It has other far-reaching 
effects. Since NATO was formed there has been no war in Europe. 
There have been no new territorial gains in Europe by the Soviet 
bloc. The influence of Communist political parties has receded. 
Western European governments have become more stable. There 
has been a remarkable growth in Western European production and 
trade. Meanwhile, the NATO governments have moved toward a 
more intimate and active relationship in various fields other than 
military defense, giving increasing attention to political, economic, 
and cultural ties. 


RELATIONSHIP OF MUTUAL SECURITY PROGRAM AND NATO 


I do not want to imply that all of the favorable developments I 
have mentioned are attributable solely to NATO. However, I doubt 
very much that these developments would have been possible with- 
out the protection and the cooperative machinery and atmosphere 
provided by the NATO system which the mutual security program 
supports. 

Our mutual security assistance to Europe is a vital part of our 
total contribution to NATO primarily because of the effect it has 
upon Europe’s own contribution. This relationship is not always 
clearly perceived. Some Americans are inclined to ask why it would 
not be possible for the Europeans to achieve the same results by spend- 
ing a little more of their own money. 

The answer to this question is not simple. There are many essen- 
tial items of military equipment, such as missiles and advanced air- 
craft which our European allies do not produce, and which most of 
them cannot afford to purchase without sacrificing other vital de- 
fense activities. If these essential weapons were not made available, 
and the European NATO forces were not properly trained and 
equipped, the European military effort would decline substantially 
in usefulness. Without American aid, the defense forces of certain 
NATO allies would be so lacking in effectiveness that the value of 
their very existence would become questionable. In the long run, 
the willingness of European governments and citizens to continue 
making sacrifices for Western defense will depend in large part upon 
their conviction that these sacrifices will actually produce meaningful 
results. 

In this connection, I think we should note that the European con- 
tribution is not solely a matter of willingness, but also a matter of 
capacity. Despite the remarkable European economic recovery, the 
real income of the average NATO European citizen is still less than 
one-half that of the average American citizen. In some countries, 
such as Italy and Portugal, it is much lower. Moreover, contrary to 
popular belief, the relative tax burden of the average European citi- 
zen—despite reductions which have occurred in some countries—is 
still greater than that of the average American. I consider accord- 
ingly that by and large our European allies are doing a creditable job 
and carrying a reasonable and substantial share of the load. 
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EFFECT OF A REDUCTION IN MILITARY ASSISTANCE FOR EUROPE 


Under the circumstances, I believe that any reduction in the pro- 
posed military assistance program in Europe will impede the timely 
development of NATO forces to levels of effectiveness required by 
NATO plans during a period which may be one of the most critical 
ever faced by western civilization. 

In this connection you will recall that the President, in transmitting 
to the Congress the interim report of the Draper Committee on 
April 29, emphasized his belief that this program “is the minimum 
required to support our own Nation’s security and the common de- 
fense of the free world.” He has thus underscored the committee’s 
unanimous findings that there is an imperative need for the Congress 
to authorize and appropriate the full amount requested for both eco- 
nomic and military assistance in the mutual security program for 
fiscal year 1960. 

ECONOMIC ASSISTANCE FOR EUROPE 


I would also like to comment briefly on certain of the special pro- 
grams outside the context of military assistance for NATO. Except 
for a few special situations related to strategic U.S. interests, includ- 
ing Yugoslavia, Spain, and Berlin, we propose no economic-type aid 
for Western Europe. The $65 million economic assistance program 
proposed for this area in fiscal year 1960 is 17 percent below the esti- 
mated program for fiscal year 1959, and 40 percent below that for the 
previous year. 


TYPES OF ASSISTANCE PROGRAMED FOR SPAIN 


The program for Spain is by far the largest economic program 
proposed for the European area. Defense support and technical as- 
sistance are proposed for this country, with which we have worked 
out a system of joint sea and air bases which are beneficial to both 
countries, ‘The maintenance and further development of cooperation 
with Spain is necessarily dependent upon Spain’s economic stability, 
which the proposed defense support assistance is designed to 
strengthen. Such assistance will be used essentially to control infla- 
tion; for its new capital equipment needs, Spain will have to rely 
on other sources of financing. 


TYPES OF ASSISTANCE PROGRAMED FOR YUGOSLAVIA 


We are also proposing a moderate special assistance program and 
technical assistance for Yugoslavia. This proposal does not imply 
approval of the Yugoslav political and economic system. ‘The cen- 
tral fact that concerns us about Yugoslavia is its independence, and 
its determination to remain independent, with no aggressive designs. 
Our program of assistance to Yugoslavia demonstrates » cardinal 
principle of our philosophy of international relationships. Unlike 
the Soviet Union, we do not demand, as a price of our cooperation, 
that other nations remake themselves in our image. We do not de- 
mand subservience. Where any state shows a resolution to maintain 
its independence and to honor its international obligations and re- 
sponsibilities, we believe it is in the the interest of the United States 
to assist that state to survive. It is equally important that we demon- 





TO- 
ely 
by 


ical 


ing 

on 
um 
de- 
ee’s 
ress 
00- 
for 


ro- 
‘ept 
ud- 
aid 
“am 
sti- 
the 


“am 

aS- 
ked 
oth 
‘ion 
ity, 


fla- 
rely 


and 
ply 
"PN - 
and 
ons. 
inal 
like 
ion. 

de- 
tain 

re- 
ates 
10n- 


MUTUAL SECURITY ACT OF 1959 271 


strate to the Soviet-dominated nations of Eastern Europe, which may 
in future years make efforts to achieve a larger measure of independ- 
ence for themselves, that such efforts will be viewed sympathetically 


by the free world. 


AMOUNT REQUESTED FOR MULTILATERAL PROGRAMS IN EUROPE 


Included in our request is $3.5 million representing proposed con- 
tributions to and support for three multilateral programs in Europe 
in which the United States participates on a partnership basis. These 
are the European Productivity Agency (EPA), the scientific and 
technical personnel program of the Organization for European Eco- 
nomic Cooperation (OKEC), and the NATO science program. Each 
of them makes an important contribution to promoting the economic 
and scientific cooperation of the Atlantic Community. 


ASSISTANCE PROGRAMED FOR BERLIN 


Finally, the program for Europe provides for continuing assist- 
ance to Berlin as a manifestation of U.S. support for the citizens 
of that beleaguered outpost of the free ween The importance of 
maintaining the morale of the Berlin population so that it can re- 
main strong in resisting Communist encroachment needs no elabora- 
tion at this time of crisis. The amount requested is considered the 
minimum necessary to continue the various activities now financed 
under the Berlin program. Examples of such activities helped by the 
U.S. contribution includes the construction of housing for refugees, 
housing for students of the Free University of Berlin, and construc- 
tion of a medical center at the university, of which the United States 
will pay a portion of the cost. 

The Berlin crisis reminds us that the free world can never relax 
its vigilance in resisting the Soviet drive for world domination. It 
underscores the importance of unity in NATO, and the role played 
by the mutual security program in strengthening the alliance and 
the capacity of the free world to survive. And it reveals once more 
the high priority of Western Europe as a target of Soviet im- 
perialism. 

IMPORTANCE OF WESTERN EUROPE 


We know that the Soviet rulers are dedicated to surpassing the 
United States in scientific and industrial potential. To this end, 
Western Europe remains the great prize. If the modern factories 
and high-yield farms of Western Europe, its skilled manpower and 
scientific facilities could be brought into the Soviet orbit, this objective 
of the Soviet rulers would be achieved overnight; it would, for 
example, at once reverse the balance between the free world and the 
Soviet bloc in steel production, and give the Communists an almost 
2-to-1 advantage in this very critical area of production. Thus, we 
must expect the Soviet Union to be alert to every opportunity to 
extend its domain westward. 


THE BERLIN SITUATION—NATO’S CHALLENGE 


As we approach the meetings in Geneva next week, the NATO 
Community is faced with the gravest challenge it has met in the 10 
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years of its existence. Our ability to weather this crisis will depend 
in large measure on our strength, our unity, and our determination. 
I need not stress the dangerous consequences that might arise if the 
Soviet Union—or even our friends—should gain the mistaken im- 
pression that our support for NATO might be slackening at this eriti- 
cal time. For this reason, I believe that favorable congressional 
action on the mutual security program is more important “this year 
than it has been for some years past. I hope that this committee will 
be able to take the same view. 

The Cuarman. Thank you, Mr. Secretary. I think that was a 
very excellent statement. 


COMMITTEE PROCEDURE 


Before proceeding, I would like to ask the committee if it is agree- 
able that in the remainder of the hear ings, of which there are a num- 
ber, and in view of the rather slow progress we have made all day, we 
limit questioning the first time around so that each member will have 
an opportunity to ask greene This is a principle we formerly 
used in long hearings. I don’t like to use it, frankly, but I know some 
of the junior members become impatient and I sympathize with their 
feelings about it. 

I wonder if the committee would approve that principle. 

Senator Mansrrevp. I think that is a good idea, Mr. Chairman, but 
I would hope, in view of the fact that certain members are not present, 
that an announcement would be made at each meeting. 

The Cuatrman. Of course, it is subject to review by the committee 
at any time. 

Is there any objection at this time ? 

(No response.) 

The CuarrmMan. This will apply to the first round of questioning. 
In later questioning, we would not have any curtailment on time at 
all. The suggested procedure would merely serve to give the junior 
members an opportunity the first time around. Otherwise, they are 
excluded, as happened yesterday in the morning session, when the Sen- 
ator from Idaho never did get an opportunity to question the witness 
because of extended questions by other members. 

This rule does not mean that in the overall picture, any member 
would be cut off at all, because on the second time around the ques- 
tioning can go on indefinitely. 

Have I made it clear as to what I mean? ‘The questioning would 
not ultimately be curtailed at all. 

Senator Arken. I think it is all right to curtail the first time around, 
because we were all freshmen once, and I remember how it affected us 
to wait, and to have the senior members ask their questions one by one 
and then leave, and finally we were left all alone with the witness. 

The Cuamman. That is just what happened to the Senator from 
Idaho yesterday, and I was very sympathetic with his situation, but I 
had not made a prior announcement. It can always be changed. 

Senator Arken. I would also like to say with regard to the sparsity 
of the members on this side of the table, that our numbers are very 
few to begin with, and I understand that at least three either are 
afflicted by being in the hospital or by having members of their fam- 
ilies seriously ill. 
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Senator MansFrievp. As a matter of fact, Mr. Chairman, I would 
hope that the questioning procedure could be made a standing rule, if 
possible, so that the first time around all the committee members could 
get a chance, 

The CuHarrman. We used to have that and I thought it worked very 
well. We used to do it in Banking and Currency, and then the sec- 
ond time one can go on at length. But the suggested procedure does 
give every member an opportunity. 

What time would you suggest—5 minutes or 7 minutes for the first 
time around? Seven minutes the first time around. 

Mr. Clerk, will you try to keep us within that time? 

Senator ArKEN. I might also say, for Senator Church’s benefit, that 
it won’t be any time at all before he will be willing to swap his senior- 
ity for some of his years. 

The Cuarrman. I will start, then, and I will abide by the same 
limitation of 7 minutes. 


SITUATION IN ALGERIA 


Mr. Secretary, there is one thing which particularly bothers me. It 
is a critical question in this area, and it is about Algeria. I know that 
situation bothers many people. 

I will start off by asking your comment on a statement which is in 
the minds of many people. This happens to be a quote from an arti- 
cle by C. L. Sulzberger which appeared in the New York Times of 
March 9. 

Mr. Sulzberger’s article reads in part as follows: 

Azzedine (who is an Algerian) like many of these soldiers, harbors consider- 
able rancor for the United States. A wiry, mustachioed, black-haired individual 
with gleaming eyes, he observes: “I have six unremoved bullets in me—all 
American made. My people say we would have had peace long ago if America 
didn’t aid France. You claim this help is for NATO and for Europe. I only 
know your bullets.” 

What is your comment on such an observation ? 

[ Deleted. | 

The CHarrMan. My time is up, so I will yield to the Senator 
from Montana. 

Senator Carison. I think it is a mistake to limit the chairman. 

Senator ArKen. So long as he asks the question that we will ask. 

The Cuarrman. Any one of you can follow up with the questions 
I asked. 

Senator Mansrietp. No questions. 

The Cuarrman. The Senator from Kansas. 

Senator Cartson. I would like to yield to the Senator from 
Vermont. 

| Deleted. ] 

The CHAIRMAN. Senator Long. 

Senator Lona. No questions. 

The CHarrMan. Senator Carlson. 

Senator Cartson. Off the record. 

(Discussion off the record.) 
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PUBLIC LAW 480——RESTRICTIONS ON USE OF LOCAL CURRENCIES 


Senator Lone. Would you have an objection to an amendment 
to Public Law 480 whereby you could just get the money rather 
than have to give it back to the foreign country ? 

Mr. Mercn. ANT. I want to look into that, Senator, and I want to 

that any amendment which had the effect of limitation or inflexi- 
bility I, myself, would not favor. 

The problem i is 

Senator Lone. What I meant is an amendment to give you flexi- 
bility. That isjust the point I am making. 

Mr. Mercuant. The problem with a country like Poland is, they 
haven’t got dollars in sufficient amount. If we take a bushel basket- 
ful of the zlotys and carry them out of the country with us, it 
wouldn’t do us any good, because they can only be spent within 
Poland. 

Senator Lona. [Deleted.] You might as well get something for 
your money. 

Mr. Mercuant. My recollection is that a percentage of the local 
currency under title II, Public Law 480 sales is reserved to the 
United States for its unrestricted use for administrative purposes, 

Senator Lone. What percentage ? 

Mr. Mercuant. It is either 10 or 20 under title IT. 

Senator SparKMAN. Counterpart funds. 

Mr. Mercnant. No, U.S. owned. 

Senator Sparkman. But Public Law 480 probably has a higher 
participation than that. 

Senator Lone. What percentage of that would be for unrestricted 
use ? 





PUBLIC LAW 480 AGREEMENT WITH POLAND—USE OF LOCAL CURRENCIES 


Mr. Van Dyke. This sale to Poland was a very special arrange- 
ment. As you know, under our present legislation, specifically the 
Battle Act; we cannot loan back to Poland the proceeds of these 
Public Law 480 sales. In this case there is a special arrangement 
under which Poland will buy the zlotys back from us for dollars over 
a specified time period. 

Senator Lone. What period ? 

Mr. Van Dyke. I would have to get the details for you for the 
record. But it is something in the neighborhood of 20 years. 

Senator SparKMaAN. I believe it is 20 years. 

Mr. Van Dyke. Yes; approximately, depending on the amount of 
zlotys remaining after expenditures for U.S. uses. 

Senator Lona. So we are supposed to get the dollars back. 

Mr. Van Dyke. Eventually we should get most of the dollars back. 

Senator Sparkman. That 1s exactly to what you are directing your 

ment. 
enator Lone. That is what I would like to do one way or the other, 
get the zlotys or the dollars, but I wouldn’t like to have us get caught 
in a mess like the one in Greece, where you don’t get any benefit from 
the money, and 10 years later they say just scrate h it off the books and 
we will never get any benefit from it. 
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Mr. Van Dyke. I might add just one other word. There is a pro- 

vision in the agreement th: at the U.S. Government can use these zlotys 
for its own expenses in Poland. Those zlotys that the U.S. Govern- 
ment does not use are repurchased by the Polish Government for 
dollars. 

Senator Mansrievp. Are they being used, and can they be used to 
maintain our Embassy in Warsaw, and maintain our consulate in 
Poznan? 

Mr. Van Dyke. Yes, sir. 

Mr. Mercuant. I think the process is that we buy them from the 


Treasury out of our dollar appropriations. 
Mr. Van Dyke. Yes, sir. 


POSSIBILITY OF LOANING POLISH ZLOTYS TO YUGOSLAVIA 


Senator Arken. Could they be loaned to Yugoslavia for the pur- 
pose of buying coal from Poland ? 

Mr. Van Dyxe. That was not specifically provided for in the agree- 
ment with Poland, although it is technically possible. Potentially that 
might be a possibility. 

Senator ArkeN. Would that be of good use and save spending so 
many dollars in Yugoslavia ? 

Mr. Van Dyke. Well, we are not spending a great many dollars 
for Yugoslavia at the present time. I think that would be worth 
examining. 

Senator A1rken. And is it something that could be worked out if it 
became advisable ¢ 

Mr. Van Dyke. It would, of course, require that Poland agree to 
the export of one of its resources and that this resource coincide with 
Yugoslav requirements. 

Senator Mansrizvp. Why don’t you suggest that a memorandum be 
furnished to the committee, because this sounds like it has trade pos- 
sibilities. 

Senator ArkEN. It has, and the reason I brought this up is that I 
understand the assistance to Poland has created friendly feeling 
among the people there, and they are generally permitted to know that 
we are assisting them. 

The Cuamman. Mr. Van Dyke, could you prepare for the com- 
mittee a memorandum outlining in some detail the terms of the Polish 
agreement and any observations or comments you or your office would 
care to make on the suggestion of the Senator from Vermont? 

Mr. Van Dyke. Yes, sir, we would be glad to do that. These nego- 
tiations are under the Department of State rather than ICA, but we 
will cooperate with the Department of State. 

The Cuarrman. I don’t care who does it. You seem to be informed 
about it. 

Mr. Mercuantr. We will cooperate on it. 
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(The following information was subsequently supplied for the 
record :) 


Pusiic Law 480 AGREEMENTS BETWEEN THE UNITED STATES AND POLAND 


The Public Law 480 agreements between the United States and Poland provide 
that the local currency sales proceeds of the sales of U.S. agricultural com- 
modities in Poland will be used by the U.S. Government in accordance with sec- 
tion 104 of the Agricultural Trade Development and Assistance Act of 1954, as 
amended, to help develop new markets for U.S. agricultural commodities under 
subsection (a) thereof; to finance the purchase of goods or services for other 
countries under subsection (d) thereof; to pay U.S. obligations under subsection 
(f) thereof; to finance educational exchange activities under subsection (h) 
thereof ; and to finance the translation, publication, and distribution of books and 
periodicals under subsection (i) thereof. 

The Public Law 480 agreements further provide that the zlotys accruing shall 
be expended by the U.S. Government in such manner and order of priority as 
the U.S. Government shall determine, and that, with respect to the purchase of 
goods or services for other countries, the types, quantities, and prices will be 
subject to negotiations between the two Governments, 

The agreements stipulate that the amount of zlotys to be deposited to the ac- 
count of the United States shall be the dollar sales value of the commodities 
reimbursed or financed by the Government of the United States, converted into 
zlotys at the highest of any prevailing rate of exchange established by the Polish 
Government. The rate of exchange which has been applied is 24 zlotys per U.S. 
dollar. The zlotys so deposited are transferred to a special dollar denominated 
account to the credit of the U.S. Government in the National Bank of Poland. 
Withdrawals for U.S. uses, including withdrawals for payment of goods and 
services for other countries, are made against this dollar-denominated account. 
The unused balance remaining in the dollar account is to be paid off, at the option 
of the U.S. Government, in equal annual dollar installments, payments to begin 
5 years from the time of the agreement. Each agreement stipulates the amount 
of dollar payments calculated on the basis of 26 equal installments. 


(The answer to Senator Aiken’s question is classified and is in the 
committee’s files.) 


POSSIBILITY OF LOANING POLISILT ZLOTYS TO YUGOSLAVIA 


Senator ArkeN. I hope that an amendment to the Battle Act will be 
approved by the Senate this year so that we can seriously consider 
doing something with the zlotys. 

The Cuarrman. I would like to make one observation because this 
matter came up in connection with the consideration of the so-called 
International Development Association proposal. 

The only trouble about all these suggestions is that every time you 
insist upon any of these extra privileges of using this foreign cur- 

rency, to that extent you put an obstacle in the way of concluding any 

agreement under 480. An agreement that we make the currency con- 
vertible is a fine agreement, “but the only effect would be that there 
would be no more sales under Public Law 480. So you have your 
choice to make. If we want to get rid of these surpluses we have to 
keep the sales agreements reason: ably flexible, If you put in the pro- 
visions the Senator from Louisiana wishes, which are all laudable, if 
merely means Public Law 480 goes out the window. This is pretty 
much the choice you have to make. 

Senator Sparkman. Mr. Chairman, it seems to me, though, that the 
suggestion of the Senator from Vermont is not subject to that objec tion. 

The Cuairman. It is subject to an extent, because the Poles now get 
what they want in actual trade with, we will say, East Germany. If 
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we insist on the right to use zlotys, so as to force them to do something 
else, that presents an obstacle. 

[ don’t say it is not worth looking into. As they become stronger 
economically they may be willing to purchase Public Law 480 com- 
modities, such as wheat, and give us greater flexibility, but as of the 
moment the real problem here is the desire to get rid of this commodity. 

After all, these are not economic dispos: us, They are motivated 
by other considerations. 

Senator SparkMAN. I was assuming—perhaps I am in error in my 
assumption—that Poland has a sufficient sitiais of zlotys. It is dol- 
lars which she lacks, and the usefulness of this proposal would be in our 
making the zlotys available to Yugoslavia for the purchase of a prod- 
uct that Poland has for export. 

Senator Arken. That is right. 

Mr. Mercuant. But then, sir, Poland would be deprived of the 
dinars that she otherwise would get from the export of the same 
number of tons of coal to Yugoslavia and would have to use the 
dinars to buy whatever Yugoslavia 

Senator SparKMAN. If she is going to sell that same amount of coal, 
that istrue. But I thought it would stimulate the trade. Anyhow, it 
seems to me it is worth looking into most carefully. 

Mr. Mercuant. We will prepare a careful memorandum on it. 

(The memorandum prepared on this matter is classified and is in the 
committee’s files. ) 

The CuatrmMan. Senator Long, I think we have interrupted you 
too much. 

Senator Lone. All I had in mind was just to inquire if the De- 
partment would have any objection to an amendment to the law to 
wrovide that the foreign currency could be for your unrestricted use 
if you could get the deal. If you can’t get the deal, that is some- 
thing else. 

But my thought was that you could take Polish zlotys and buy pota- 
toes—they grow plenty of potatoes over there—and give them to the 
Arabs. We have to help these Arab refugees, among other things, and 
there are all kinds of possibilities of using the zlotys if you had the 
right to do it. Otherwise, it is just a matter of providing economic 
ad for a Communist government. 

Of course, it might create some goodwill over there, but it seems 
to me we could actually get some use for those zlotys, perhaps. That 
was my only suggestion. It is not designed to tie your hands, but 
to give you greater flexibility. 

Mr. Mercuanr. I would rather submit for the committee, if I could, 
sir, a more considered reaction to that. 

Mr. Van Dyxe. I might just interject again, the law does provide 
that flexibility now, and it is simply a question of what kind of a 
deal we are able to negotiate. 

Senator Lone. That is all, Mr. Chairman. 

The Cuarrman. Does the Senator from Alabama wish to say any- 
thing? 

Senator SparKMAN. I was not here on the original discussion. I 
am not prepared to participate in the discussion because I was not 
here when the main statement was made. 

The Cuairman. The Senator from Idaho, Senator Church. We 
have finally gotten to the junior Senator. 
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ADEQUACY OF NATO FORCES IN BEING 


Senator Cuurcu. Mr. Secretary, would you go back for a moment 
with me to the military questions that were put to you earlier this 
morning? They were put, I think, by Senator Mansfield, and you 
said that at the present time, there were in readiness in Western 
Europe certain divisions [deleted ], including five American divisions, 

General Gururte. Yes, sir. Senator, I might, just to clarify it, 
use the term central Europe, which is one of the NATO subdivisions 

Senator Courcu. What would that embrace ? 

General Guturim. That includes Belgium, Luxembourg, Nether- 
lands, France, the U.K. Forces in Germany and the U.S. Forces in 
Germany, and also the Germans. 

Senator Cuurcu. And the German forces. 

General Gurnrim. And—— 

Mr. Mercuant. The Canadian forces. 

General Guturir. Canadian, as well as United Kingdom. And the 
totals I gave are based on our estimates. I mean the countries may 
claim that they have more, but this is our assessment of their real 
effectiveness. [ Deleted. | 

Senator Cuurcu. Yes. 

I have heard it said that General Norstad has expressed the opinion 
that the NATO force, if it is to do its function, ought to have not less 
than 30 divisions in active readiness. 

General Guturir. In the center, that is correct; yes, sir. 

Senator Cuurcu. So that am I correct in assuming, then, that at 
the present time we fall about [deleted] divisions short of the number 
that in Norstad’s opinion are needed ¢ 

General Gururiz. He feels that to have a really adequate shield 
force that he does need something on the order of 30 divisions. 

Of course, part of that will be, or that gap will be met when the 
Germans complete their buildup. Hopefully when the Algerian ques- 
tion is settled, we will get back the full French contribution [deleted]. 

Senator Cuurcu. What I wanted to establish is that under the 
present circumstances we are [deleted] divisions short of what 
Norstad himself would consider effective divisions, short of what he 
would consider our need. 

General Gururm. That is correct. 


ABILITY OF NATO FORCES TO FIGHT A CONVENTIONAL WAR 


Senator Cuurcu. Yesterday, in questions that I put to Secretary 
McElroy in connection with the military assistance program, he said 
that the military assistance program is directly related to the force 
goals of NATO. 

General Gutrurtr. Yes, sir. 

Senator Cuurcr. And that if the military assistance program this 
year for Western Europe were increased, the effect of that would be to 
accelerate our movement in NATO toward the realization of these 
force goals. 

Would you agree with the Secretary ? 

General Gururm. I do; yes, sir. I think, to be more specific, 
would accelerate the modernization of our forces there, which essen- 
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tially means the stepping up of the production and delivery of missiles 
to our allies. That would be the [deleted] largest nadribation, 

Senator Cuurcu. In modernization, that would increase the fire- 

wer and effectiveness of the shield, would it not? 

General Gururir. That is right; more modern aircraft, and so on. 

Senator Cuurcu. I am concerned about this because it seems to me 
that the Berlin crisis is making very evident the serious imbalance 
of power, and when the President of the United States makes the 
statement that we are not contemplating any ground war over Berlin, 
he leaves me at an utter loss to understand what kind of a war we 
would be fighting if war were to come at. all, and if it is not a ground 
war, then what is NATO for? 

General Gururiz. Well, sir, we don’t consider in this day and age 
that any war could really be called a “ground” war, because we have 
air support and air transportability, and of course, the naval power in 
which came under MSP programs. 

Senator Cuurcn. My understanding of the President’s statement 
was that the ground war that he referred to was the conventional kind 
of war as distinguished from an atomic war, and you see, if the 
Russians looked at it the way I, and many others, looked at it, it 
seemed to be a statement that indicated that NATO was unprepared 
to fight a conventional war over Berlin. Ido think we are way short 
of our goals; that seems to be established on the evidence here, and 
I am not against the military assistance program. 

I think that the military assistance program ought to be funneled 
into the areas where the military threat is the greatest and away from 
the areas in this mutual security program in which it seems to me 
the proportion of military and economic aid is all out of balance, 
where the nature of the Communist threat is not military but eco- 
nomic, or takes some other form. 


QUESTION OF PROHIBITING USE IN ALGERIA OF MILITARY EQUIPMENT 
FURNISHED TO FRANCE 


In connection with the range of military equipment that we have 
furnished France which has been used in Algeria, Mr. Secretary, I 
would like to ask this question: 

What if the Congress were to write into the mutual security pro- 
gram a prohibition to the effect that American funds authorized for 
the purchase of equipment supplied to France in connection with its 
NATO obligations may not be used in Algeria or elsewhere, but must 
be reserved and held in readiness for the purpose for which the equip- 
ment is intended ¢ 

In other words, what if the Congress expressed its determination 
that this equipment be used, if it is supplied, under the terms of an 
agreement whereby France would withhold it for the purposes of the 
NATO defense, and not siphon it off to Africa for purposes of its 
Algerian war. 

General Gururtr. Senator, could I start the answer to that? 

Senator Cuurcn. Yes. 

General Gururtr. In the first place, none of the equipment pro- 
gramed for 1959 or for the proposed 1960 program is of such a nature 
that it would be considered useful in Algeria. 
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Now, in addition to that, as you recall, the Dillon-Monnet Agree- 
ment, which is a loan arrangement with France, contains a specific 
provision that any equipment purchased in the United States under 
this agreement would be for French NATO forces in Europe only. 
| Deleted. | 

General Gururir. But the heavy equipment, such as tanks and ar- 
tillery, by and large are still in Europe, and when the troops come 
back they will be able to use it. 

Senator Cuurcu. If the Congress had written such a prohibition 
in the law, would it not have resulted, Mr. Secretary, in all of the 
American equipment supplied to France for NATO purposes in the 
defense of Western Europe being withheld in France, and mean that 
we would not be faced with the embarrassment of having [deleted] 
that material in Algeria ? 

Mr. Mercuant. This is a complicated problem, Senator. First 
of all [deleted], the light equipment is of American origin that the 
general referred to, according to my understanding, included a 
mingling not only of MSP aid, but of equipment which was given 
the French forces during the war; some as commercial or bargain 
sale purchases, with French funds; some were from MDAP antedat- 
ing the MSP, and mingled to an extent where I think it would have 
been almost impossible to have segregated out the specific equipment 
which came under the mutual security program. 

Senator Cuurcu. Do you think it would be a good idea now ? 

Mr. Mercnant. I think the idea is excellent. 1 would have the 
gravest questions about embodying it into law. 

That would have an effect [deleted] which might be contrary in 
the ultimate results to our purposes. 

As the general said, in the 1959 program and in the prospective 1960 
program, only items are being programed for forces in Europe, in 
the NATO area. 

The CuarrMan. The Senator’s time is up. 

The Senator from Alabama now wishes to ask questions, and he is 
recognized. 

STATUS OF NATO 


Senator SparkMAN. I want to ask only a general question. Do you 
feel satisfied with the present situation in NATO, both in the contribu- 
tion of the Western European countries to the Armed Forces, and in 
the political setup generally? Is it an easy time or an uneasy time so 
far as NATO is concerned ? 

Mr. Mercuanr. I would say at the outset, Senator, I am not satis- 
fied [deleted] totally. 

Senator SparKMAN. Frankly, I started to withdraw that word be- 
cause I don’t expect us to be satisfied short of perfection. 

Mr. Mercuanrt. But I think if one takes the perspective of even 5 
years, that the relationship within the alliance sae all the strains 


it has undergone in that period [deleted], that the attitude, the rela- 
tion, the intimacy ef relationship, political consultation, is very grati- 
fying, and I think the present mood, if you want to put it that way, 
attitude, of our NATO allies, is at least as good and I think better 
than I have ever seen it. 

This was particularly visible at the last three meetings in which 
the four Western Powers primarily concerned with the preparation 
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for consulting with the Soviets have consulted the Council, and the 
understanding, the unity, has been extremely good. 

Now, insofar as the military effort is concerned, I characterized that 
earlier as being creditable. It is not as good as we would like to see 
it. It is certainly not as good as our military would like to see it. It 
is not as the military of the individual countries in the alliance would 
themselves like to see it. 

But given the various restrictions and inhibitions, economic and poli- 
tical and psychological, I think it is a creditable performance. So we 
are working every day to try to improve the entire relationship in its 
effort. 

GRASSROOTS SUPPORT FOR NATO 


Senator SparkMAN. Do you feel that the program is supported by 
the people in the respective countries ? 

Mr. Mercuant. Speaking by and large, yes; I think there is a very 
broad public support. 

Senator SparKMAN. Is there any particular area where it does not 
enjoy that popular support ¢ 

Mr. Mercuanv. In every country there is a certain and varying de- 
gree of just plain ignorance about it. 

I would say that in some political quarters in Germany, there is an 
unacceptance of the absolute necessity of NATO and German mem- 
bership in it, and in certain minority quarters in other countries there 
is similarly lacking complete and enthusiastic support, but the ma- 
jority sentiment. in all the NATO countries is strongly in favor of it. 


ADMISSION OF SPAIN TO NATO 


Senator SparRKMAN. Spain is not a member of NATO, but what 
about the support there that we might expect and the extent to which 
the Spanish people might support NATO? 

Mr. Mercuany. As you know, sir, we would welcome Spain’s mem- 
bership in NATO. I think myself that it might make a real contribu- 
tion, apart from the military contribution which Spain could make to 
NATO. I think that it might introduce something of an element of 
stability for the future in the political situation in Spain by giving 
them a greater sense of community with the rest of Europe, and be- 
longing to that political association or that association which has its 
political aspects as well as military. 

There exists in one, two, possibly three countries, a continuing 
objection to contemplating inviting Spain to join NATO. [Deleted. ] 


LOCATION OF MISSILE BASES 


Senator SparKMAN. What. about the missile bases? We have an 
agreement with the United Kingdom and with Italy. Are those the 
only two countries? 

Geheral Guturtir. Those are the only two countries with which we 
have consummated agreements, Senator. [ Deleted. ] 

Senator SparKMAN. Have we actually sent any Jupiters to Italy 
yet? 

General Guturir. No, 

Senator SparKMAN. Will they be moving soon? 

40110—59—pt. 1——19 











282 MUTUAL SECURITY ACT OF 1959 


General Gururiz. There are some technical details in connection 
with the construction of the bases and the facilities, power lines, and 
so forth, which are not completely ironed out, although we think they 
are almost ironed out. 

[ Deleted. } 

Mr. Irwin. I understand Senator Sparkman is probably speaking 
primarily of the IRBM’s. But just to make it clear, make the record 
clear, there are other missiles that have been given to or bought by our 
various allies, and I believe in this fiscal year more than 10 missile 
units will have gone into Western Europe, and by the end of the year 
or early in the next year it will reach a total of more than 30, and I 
add this although I understood from your question the implic ation 
was that you were speaking of IRBM’s 

Senator SparkMan. That is correct. I had noticed from your book 
there were other units. 

Mr. Irwin. I just wanted to be sure that you were talking about 
IRBM’s only. 

General Guturiz. Also Nike 

Senator SparKMAN. Redstone, Hawk. 

Mr. Irwtn. Honest John. ; 

Senator Sparkman. But I was particularly concerned with the 
IRBM’s because of their range and of the arrangement that we had 
worked out with these two particular countries. 

I noticed in the press just a few days ago—I think I am correct in 
that—that Secretary McElroy had said that Thor was not yet opera- 
tional, and that is the one that is going to England. But I also read 
in the press this morning that the firing of Jupiter last night was the 
final shot in its testing, that it was operational and ready. In fact, I 
believe two squadrons have already been outfitted with it. 

General Guturir. Yes, sir, that is true, one and a portion of a 
second Thor squadron have been equipped in the United Kingdom. 

The Thor is operational. [ Deleted. | 

Senator Sparkman. Have any Thors been shipped to the United 
Kingdom except the original one? 

General Gururir. Oh, yes. They have one squadron which is being 
manned by the RAF, which is complete as far as the hardware is 
concerned. Four of the five launching sites, each for three missiles, 
have been completed. [ Deleted. ] 

The Cuarrman. The Senator’s time is up. 

The Senator from Minnesota wishes to ask a question. 

Senator Humrpnrey. I would like to ask the Secretary some 
questions. 

The CuatrMan. You are recognized for 7 minutes. 





INCREASE IN AID FOR FRANCE DUE TO MISSILES 


Senator Humpnurey. The first question I should like to ask goes 
back to this question about France. In looking over the book on the 
country-by-country documentation I note that France, in fiscal 1958, 
received [deleted] for military assistance; in 1959 [deleted]; and in 
fiscal 1960 you are asking for [deleted] substantially more. 

Why? 


General Gutuertig. I can explain that, Senator. 
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Last year some missiles, Lacrosse missiles, to be specific, for France 
were deferred partly because of production difficulties and partly 
because of events not foreseen in the program, so the French program 
dropped. 

Now, this has been reprogramed in fiscal year 1960, and that has 
resulted in a rise. 

Senator Humpenrey. The missiles are going to be based in France? 

General Gururie. [Deleted.] In Europe. But these are shorter 
range missiles, not an IRBM. 

Senator Humpnurey. How short is the short range? 

General Guturir. Well, the Lacrosse, I am not a technician, but I 
believe it is in the neighborhood of [deleted ] miles. 

Senator Humpurey. [ Deleted] miles. 

Senator ArkeNn. Isthat ground to air? 

General Gururir. Ground to ground. 

Senator Lone. Ground-to-ground missile ? 

General Guturie. Yes, sir. 

Senator Lone. [ Deleted] mile range ? 

General Gururiz. That is my recollection, sir. 

Senator Lone. An atomic weapon ¢ 

General Gururtr. Yes, sir, atomic capable. 

Senator Lone. Isn’t it rather a waste to put that much money in 
a weapon if you don’t have an atomic warhead in it ? 

General Gururtm. Yes, sir. In this category. But a dual capa- 
bility isan advantage in some cases. 

Senator Lone. It is something like the mountain delivering a mouse. 
If you put all that into it and all you have is a 500-pound bomb, when 
you blow up you really have a waste of time. 

General Gurnrir. That is the general opinion. 

Senator Lone. You can use it with a mortar or something else. 

General Gururir. Yes, sir, we do have [deleted] the Honest John 
missile [deleted] warhead, because it can be used almost interchange- 
ably with artillery, but of course, the IRBM’s don’t even have a non- 
atomic warhead. 

MILITARY EFFORTS OF ALLIES 


Senator Humpnrey. What are we doing to get our NATO allies 
to put up their side of the show? Your statement reveals a con- 
siderable slack in terms of the compulsory military service in certain 
countries and the percentage of gross national product to be put into 
defense. 

I believe it is our responsibility to take on our fair share, but what 
do we do with countries like Denmark, the Netherlands, Norway, 
France, and Germany for example? 

Mr. Mercuant. The process is largely one of persuasion, the exer- 
cise of our influence, and the force of our own example. 

If you go down the countries where the effort is disappointing, in 
every case I think specific internal indigenous reasons are present 
for it. 

There are examples on the other side. Italy is stepping up its 
budget. This is a question of multilateral influence [deleted] on the 
allies through the processes of NATO, the annual review, the efforts 
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of General Norstad, supported and reinforced by diplomatic ap- 
proaches. 

It is something we are working at all the time. As I said earlier, 
we are far from satisfied with the result, but on the whole, we think 
it is a creditable one. 

The Cuatrman. Do you wish to comment on this, too? 

Mr. Suurr. May I? 

My name is Shuff, and I am a Deputy Assistant Secretary of 
Defense. 

One of the very important things that we are trying to do in order 
to grind a little more mutuality into this program, Senator Humph- 
rey, is to establish a coordinated European production base for some 
of the modern weapons. We are making some progress at this point 
with the Hawk. 

This scheme of things is designed, in the case of the Hawk, to have 
Italy, France, Germany, the Netherlands and Belgium get together 
with our assistance to get into the manufacture of a modern missile 
system. 

We are asking that the countries who will produce these weapons 
also be customers for these weapons, and in this way, get into the 
business of making a modern weapon in the soft currency area, and 
also arranging so that the support of that weapon can be effected 
with soft currencies. 


INTERNAL SITUATION IN SPAIN 


Senator Humpnrey. I want to come back to this when we have 
moretime. I want toask you one more question. 

I am worried about the political stability of some of these allies, 
There are all kinds of indications that there is great unrest in Spain, 
and the Spanish have been talking about the proximity of our bases 
to their cities; there has been a restiveness even about our military 
participation in Spain. I also note that there has been some trouble 
in Portugal which you make note of in your own recommendations, 
or your own observations. 

Awhile ago somebody asked you about bringing Spain into NATO. 
I think it would be good from the point of view of relationships—I 
mean, to gy Spain a new shot of life, so to speak. 

But what about this regime of Spain? Some of the information 
we are getting around here indicates that it is close to tottering. 

Mr. acaias. We have no evidence to take as extreme a view as 
what I would think to be—— 

Deleted. ] 

@ have done a number of things. [Deleted.] We have encour- 
aged and supported Spain’s association, for example, with the OEEC; 
we have directed the economic aid we have given in channels which we 
felt would improve the economy. [Deleted.| 

Senator Humpurey. Might I interrupt you at this point ? 

Mr. Mercuant. Yes. 

Senator Humpurey. Would it be possible for someone in your staff 
to give us an idea, on a chart or in a descriptive analysis, of the use 
of the economic aid furnished to Spain? I want to know what has 
been done regarding highways, transport, harbors, and basic logistic 
structure that would be of help to our bases. 
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Mr. Mercuant. We would be delighted to supply that. 
I was going to add just one other thing, Senator, and that is that, as 
ou may know, the International Monetary Fund has had a mission 
in Spain making an exhaustive, and what we think will be when it is 
available, a very important overall study of Spain’s economy. The 
increase in the standard of production and standard of living are 
sectors in which a major effort should be made, and a comprehensive 
estimate of the character and the volume of loans or other assistance 
which would be justified. 

And this is a report which we, for our part, will look at sympatheti- 
cally and hope and expect other countries in a position to give assist- 
ance will similarly contemplate contributions. 

Senator Humpnrey. | ftv other questions, but I think my time is 


about up. 
(The information referred to is as follows :) 


Brier History or U.S. Arp PROGRAMS FOR SPAIN * 


Spain has to date received over $1,100 million in U.S. economic assistance in 
various forms. In view of the wide range of economic problems in Spain, it 
was decided at an early stage in the program to concentrate on basic economic 
sectors, where the aid could help assure improvements in the general economy. 
Programing in all phases of the defense support program—direct dollar aid, 
peseta counterpart use and technical exchange—has been governed by this ap- 
proach. Thus, in addition to essential food and fiber supplies furnished under 
both defense support and Public Law 480, assistance has been used to foster 
improvements in three basic sectors in which the greatest weaknesses are 
found: agriculture, electric power, and transportation. Beginning in fiscal year 
1957 greater emphasis was placed on helping Spain to reduce inflationary pres- 
sures by allocating a greater proportion of new aid to finance the importation 
of industrial raw materials. 

Another important aim of the U.S. assistance programs has been to forestall 
economic problems which might arise from the increased demand stimulated by 
peseta expenditures in connection with the joint United States-Spanish base con- 
struction program. Fortunately, this goal is being accomplished in part by ship- 
ments to Spain under the U.S. agricultural surplus disposal program, so that it 
has been possible to provide a greater share of MSP dollar aid in the form of 
industrial commodities and thus to enhance the positive effect of the aid program. 
To date U.S. grant aid of all types plus Public Law 480 sales has far exceeded 
Spanish resources withdrawn for base construction or for direct U.S. uses. 
U.S. operations have thus far clearly had a net deflationary effect on the Spanish 
economy. 


Export-Import Bank loans 

Financial aid extended by the U.S. Government to the Spanish Government 
began with the $62.5 million Export-Import credit authorized by the mutual 
security legislation for 1951. This loan carries interest at 3144 percent and is 
payable semiannually over 20 years after a 5-year grace period. The proceeds 
of this loan were used to purchase industrial raw materials, wheat, fertilizers, 
machinery, and equipment for use in agriculture, mining, industry, powerplants, 
and the railroads. 

Two short-term loans of $12 million each also were made by the Export-Im- 
port Bank to finance cotton imports in 1952 and 1953. These loans have been 
repaid. In 1957-59 loans for an additional $44 million for steel, electric power, 
and railroad equipment were granted. These loans were not from mutual 
security funds. 


Defense support 


The bilateral aid agreement between the United States and Spain was signed 
on September 26, 1953. The Mutual Security Act of 1953 authorized $85 million 
in dollar grants for the fiscal year 1954 economic aid. 


1 See attached tables. 
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For fiscal year 1955 the Mutual Security Act of 1954 and the Mutual Security 
Appropriations Act of the same year provided for a dollar grant of $30 million 
and, under the terms of section 109 (McCarran amendment) of the appropria- 
tions act, the sale for local currency of surplus agricultural commodities, equal 
in value to $55 million. 

The mutual security legislation of 1955 earmarked $50 million in grant aid 
for Spain for fiscal year 1956. In May 1956 Spain was granted an additional 
$10 million under the fiscal year 1956 program in order to counteract foreign 
trade and payments difficulties resulting from the February 1956 freezes. 

For fiscal year 1957 Spain was allotted $50 million. An additional $20 million 
was granted in June 1957, at the request of the Spanish Government, for help in 
counteracting inflationary pressures which had become pronounced during the 
previous year. This additional assistance was used to finance imports of in- 
dustrial raw materials. 

The fiscal year 1958 program, originally planned at $40 million, was increased 
by another $15 million in April 1958 to help finance urgent import requirements 
which Spain was unable to fund from her own resources or from private foreign 
credits. Except for $23 million of surplus agricultural commodities—mostly 
cotton—and $5 million of European capital goods from “triangular” sales of 
farm products, all of the fiscal year 1958 aid was obligated for vital industrial 
raw materials; e.g., coal, scrap, copper, aluminum, and nonferrous metals. 

The level of the fiscal year 1959 program has been set at $50 million, of which 
$18 million has been earmarked for section 402 surplus agricultural commodities 
and $10 million for capital goods. The balance is for industrial raw materials, 

Total authorizations under economic grant aid program for Spain to date 
amount to $405 million. 

Of the peseta counterpart deposited by the Spanish rr against the 
dollar value of aid arrivals for these programs from fiscal year 1954 to fiscal 
year 1958, 10 percent is earmarked for U.S. use. The remainder oe been used for 
the joint base construction program, and for grants for internal financing of 
economic development projects, including some—such as the improvement of the 
railways—for which substantial dollar aid allocations have been made. 

As sufficient peseta funds to complete the base construction program are now 
on hand, the full 90 percent of the peseta counterpart of aid arrivals from the 
fiscal year 1959 program (and possible subsequent programs) is being earmarked 
for Spanish economic development grants. 


Technical cooperation program 

The technical cooperation program through fiscal year 1959 amounts to $5 
million. The types of technical assistance projects to which the United States 
is currently contributing are largely concentrated in the basic economic sectors— 
agriculture, industry, and transportation—but significant activities have also 
been sponsored in such fields as food marketing, economic planning, and economic 
statistics. 


Other funds 


Public Law 480.—Under the Agricultural Trade Development and Assistance 
Act (Public Law 480), the first peseta sale of surplus agricultural commodities 
(including part of the ocean transportation) was negotiated during 1955. 
Total sales programs to date amount to $394 million. Through these programs, 
serious shortages and runaway price increases in basic food items were averted. 
The commodities purchased were mainly cotton, edible oils, feed grains, and 
tobacco, with some tallow, cotton linters, potatoes, and meat. 

Public Law 480 sales agreements concluded to date provide for about 50 
percent of the peseta proceeds (the equivalent of $198 million) to be loaned to 
Spain for terms of from 25 to 40 years—and repayable in either dollar or 
pesetas—for economic development; aside from about $10 million granted to 
Spain for military budget support, the remainder is reserved for U.S. expendi- 
tures in Spain. Only about $10 million of the funds reserved for Spanish use 
have actually been expended for loan projects, but projects have been developed 
and agreed upon for most of the rest of the funds. Spain also participated in 
triangular arrangements under Public Law 480, by which it received com- 
modities purchased from Austria (equivalent of $2 million) and Switzerland 
($5 million) with U.S.-owned local currency proceeds from sale of U.S. agri- 
cultural surpluses to those countries. In turn, Spain is paying to the U.S. 
Government the equivalent amount in pesetas. 





———- = of © «af 


— ~— -— -—) 





‘ity 
ion 
ria- 
ual 


aid 
nal 
ign 


ion 
in 
the 
in- 


sed 
nts 
gn 
tly 

of 
ial 


ch 
ies 
Is, 
ite 


he 
‘al 
or 
of 
he 


Ww 
he 
ad 


BS 


30 
ie 


MUTUAL SECURITY ACT OF 1959 287 


Under titles II and III of Public Law 480, by which U.S. surplus agricultural 
products are distributed to needy persons by voluntary relief agencies, Spain 
has to date received about $117 million of powdered milk, cheese, and butter 
and some corn, beans, and cottonseed oil and cotton for mattresses for disaster 
victims. 

Development Loan Fund.—In December 1958 the Development Loan Fund 
announced authorization of its first two loans to Spain, totaling $22.6 million, 
to assist Spain in financing imports of equipment and materials for the Spanish 
railroad system ($14.9 million) and for earthmoving equipment ($7.7 million) 
to be used in irrigation and land reclamation. Repayment of these loans may 
be made in pesetas. 

CCC direct wheat sale—The U.S. Government, in the spring of 1954, before 
the passage of Public Law 480, supplied Spain with wheat valued at $20 million 
to alleviate the country’s serious bread grain situation. Under the terms of 
this transaction, the U.S. Commodity Credit Corporation (CCC) sold wheat for 
pesetas, which are used for U.S. purposes. 


Spain: Defense support dollar program’ summary by fiscal years and 
commodities or industries 


[In millions of dollars] 
Total through 


fiscal year 1959 





(estimated) 

Sec. 550/402 (surplus agricultural commodities) —--~~- a i elena ieee ae 155. 8 
a Se ieee heeeree sera a es cchaaeesiasait een esa ric ee 1.2 
Feeds and seeds_____-~_~- vb co imb asso kn ees oko helped ana ited 4.4 
NIE ME ha ess es air alates ito a aaa eg Sidi antviaiareenaaia 26. 0 
ee a do alae ees et annie ects wi ak ca a 7.0 
ha I sss i acelin nied Baise ee Seng ed 5. 0 
0 ree re iD a cal a ii ac olan a leat 112. 2 
eCIPEGhE: SONEE SRC OP IR et cn co anieren eee aaa eee a 118. 4 
RN ih ED TN i, aa gen cc end ipapannaaden enema 37.0 
Iron and steel_____---~- ade Sa ig Te ia esata Sa i tial diecast eee 9. 2 
or area nuas si spies aia oaiiviscaisap oe he 5 ol oe Se 19.3 
TN ia tigs Secs aD andres webinar elastance toton tactician aren 3.1 
Nonferrous metals and Of CBiiscio cee ncceeeen neem eicche ea lMesial-abis 37. 6 
Pulp, lumber, and timber (including railroad ties) ~-_-..._-._--------- 9.3 
Ne a i ght Ni hn OS ee add Sad wes paceman he oie c chet at ee Ge ae 2.9 
Machinery, equipment, and semifinished goods___-__----------------~--- 128.1 
an ON ainda das diaiabes manele el ci wivaste deities ee cE Kiki: ages eee bcs eee 2.5 
II NN ba cession dcdne nin 4 sence Sein gn nec leet ae 
Cement industry_-_--- Ji. cbwewbonweawecdscid antes es. anaes 4.0 
Penne Ge WiMRILIONS...... ...... cin omnia ac ocoeageeoae ee -amsids Ss ahead 5.6 
I Nt ac inna iw dl al canes pag mag aaa a 29. 7 
MOE CUR eV i is os wns eee wiles sent aes Sac cael vw dcee ee 26. 5 

i spit eres reins nm siemens en eee ine Gat gn = aE ee eee 3.9 
PRIIEDE WIN Soo rcs icq S caeintyi alah data ennai 2.6 
ME a on ses ae toc ign ms aries seins cas ne eo eon ania 4.0 

a sc i an tn ci te 22.3 
TE ae xk a rs wh ccs si tlds nn es ie hn backs eee 4.6 
ICOM CORI ain sien ein enn cna neaennoe ann ene eee 14.7 
ots nc digs och els ti ii a ee > 402. 3 


1 Excluding technical cooperation. 
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Spain: Local currency program for economic development, obligations by 
activities and sources 


[Millions of pesetas] 


| | 











Total through fiscal year 1959 (estimated) 
Counterpart | ay ae 
\ Sec. 109 | Public Law | All sources 
| 480 
Rete eserr tart arene fpr torent petra Err ate 
Bi tides. Lamnenind kdigabinagihatlnnis ens DUE Nstncnncmaindaelocwbuoeeaen 335. 1 
WMO PTOCSOCION oon - nig 5 ds dese n ns siden pe oe bbindl <diaadewocaya 240.7 
ED iidgictnagcnech ans oyshesins scp mad 1,719.8 SO Lett msdvewientina 1, 819.8 
SI crlcth tv nocuenanncltet connie eeadeas 845. 5 2.5 |-------------- 848.0 
Total transportation... ..........-------- 3, 141.1 OS otis maitine | 3, 243.6 
Defense plants. ........-.---- shail ceili tt suid MEO bask, RUPP | 143. 5 
II hc csc encguiiawsmnen scaclatatgihie needa rien ehneceoa asm aaensae el 249.3 | 249.3 
Electric power: | 
BUEN 1h dctinamiaksck ddhucahs bbeesindaldvines cinsdoees Sie aed 259. 4 | 259, 4 
PUG. ctiencasac a ee ae iiee Matos baaate a cewessacmsere| 494.7 | 494, 7 
Miscellaneous, including technical assistance - - 8.5 37.2 | 97.4 143.1 
NINN poo viicpencecacenssanccnd agin dl banda liltsc. 21 100.0 | 100, 2 
| a — -- — a | — {— --— 
Total industry. ---...-- i giiennekeueets 152.0 | 37.4 | 1, 200.8 | 1, 390.2 
Irrigation, reclamation, and resettlement. --....|........------ 600. 4 475.0 | 1, 075.4 
Reforestation and rangeland improvement. - - -- PosiiTshwodawes 100. 5 | 550. 0 650. 5 
NN ee es da ce ceeds ee ee 8.2 | 10.9 | 19.1 
itis cn ccmcndeatenancs 25.0 | 89.1 | 114.1 
STEOUN vcunncncsebknnawnnss aie 23.7 | : 23.7 
Miscellaneous agriculture, including technical | 
cat Mths lhc sis ee aia ie ehinn thao |- Kitigd 1.5 7.0 8.5 
Total agriculture --__-. idisukk Fad | son mane 759. 3 | 1, 132.0 1, 891.3 
Hydraulic works 2___._.-___-- pias ai . _ : 789.0 | 1, 500.0 2, 289.0 
Water supply. - cite a 8 tT. ... , 18.8 
Misceilaneous 3 ties 55. 6 | 26. 4 2, 143. 5 2, 225. 5 
ee ee ee | 3, 397.5 1, 714.6 | 5, 976.3 | 11, 088.4 





1 Does not include approximately 2,000,000,000 pesetas each from Public Law 480 loan agreements signed 
and to be signed in fiscal year 1959 and from fiscal year 1959 Department of State program counterpart 
funds which are to be obligated in future years. 

2 For irrigation, flood protection, and electric power. 

3 Includes peseta expenditures of technical exchange participants and consultants not included in specific 
activities listed, and contributions to improvement of economic statistics. 


Spain: Export-Import Bank loans and credits by type of commodities financed, 
fiscal year 1951 through fiscal year 1959 


[In millions of dollars] 
Total fiscal 
year 1951 


Food and raw materials: through 1959 
NN a a i hi ie Rises dma mies bd diatsioimesesbdin ‘<a 
IN tsi oe eae es REG Ree Eh med ciel dabbiewwen *5.0 
I i ia a ha es Hine ca Be a es as isc aan aoe Leb awning , 3.5 
a sa ie acs cases ee Dns tear ew ii 5.3 
a eed Ban 3.3 

ON ono kc minnmatic sg faites cetera ee tet mie MAIS. 24.3 


Capital equipment : 





EN COO nn nce ne nenetebweeuninmnnedieudondule 3.2 
EE LLL LTT AT 3.5 
Railroad equipment____.--. adhe aint eine Siren naa ete mecunte iste 16.3 
SD i. eine ci i eeOS dusknainnburesiee 41.2 
alas cenit an cilsn chee baa nine anne 8.2 
Capital equipment for manufacturing industries___....___...-.----- 18. 0 

als id Soma 90. 4 

a la decals ae. = 


1 Excluding $24,000,000 short-term loans which have been repaid. 


108 — of total represents 20-year loan authorized by foreign aid legislation for 
51. 





Def 


Tec 
Pul 


Ex] 
al 


B 


t 


oo ~~ 


— => 





ad 


| Se 
oon 


» 
a 


ee ee ee 


[SPrP Si 


| 


= 
leo 


| ' 


— FP rreS 
Nee oe 


~ 


— — 
on eo 


on 


ww 


Alle ]l orwcoan ie! 


= 
a 


a 


MUTUAL SECURITY ACT OF 1959 289 


U.S. economic programs approved for Spain, by type of program 


{In millions of dollars] 


Total, fiscal 
1951-53} 1954 1955 1956 1957 1958 1959 year 1951 
through fiscal 









































year 1959 
PNG n bdinnencecscalnescwene 85.0 85.0 60.0 70.0 55.0 50.0 405. 0 
Of which— 
Technical exchange_.-_.|-.-_._-- (. 3) (. 3) (1. 3) Ce te as (2. 9) 
Sec. 402 agricultural 
commodities.........}...-.--.| (14.8)] (55.0)} (27.2)| (18.5)} (22.8)} (18.0) (156. 3) 
ano 5 Nn ccmumalionuan peniaead hag aeemacatasaaaeet 1.1 13 2.2 
Public Law 480 (surplus agri- 
cultural commodities): | 
Ee EES ee es | EA ee 47.1 71.8 66.8 99.0 | 109.0 393. 7 
esse Shen Zl gremts....chs-5--6uJonsco-ct 22.1 22.9 24.4 37.0 | 111.0 117.4 
Export-Import Bank loans : | eras ai 
and credits: 
Long-term loans_..-...-_-- SOB OF. sth. ARN See 39.3 4.4 106. 2 
Short-term loans and ex- 
DON CEE adawccnteleddkvnuclaunsiwas 41.5 W2OW bacaansclestiincss fussress 8.5 
Total Eximbank._._.- WoW Redemineeesia 41.5 Fe bien 39.3 4.4 114.7 
Development Loan Fund.....|........|-......-|---.----|-<------|--------|--------| "226] 2.6 
Oa HO incacncns) AKU ficcneonclonaaacenlcascacmsiouteasee ataaates } 20. 0 
== =i — — ——- — a — _— — } ——— ——————— — 
Total, all economic pro- | 
| eee | 62.5 105. 0 155.7 | 161.7 161.2 231.4 198. 1 | 1, 075. 6 











1 Through December 1958. 

2 Authorized in Mutual Security Act for fiscal year 1951 agricultural products, raw materials, and 
machinery and equipment. 

3 Excluding $24,000,000 in short-term cotton loans which have been fully repaid, 

4 For electric power and steel mill equipment. 

‘For power equipment. 

6 Railroad and earthmoving equipment 


ALLIES’ WILL TO DEFEND THEMSELVES 


The CuHarrman. Senator Gore is recognized for 7 minutes. 

Senator Gore. Mr. Merchant, I have been deeply concerned with 
what appears to be a lack of will on the part of our allies in Western 
Europe to defend themselves. Maybe that arises out of the feeling 
of impossibility, futility, and yet back through the centuries, if anyone 
had asked the Danes how they could have defended themselves against 
their neighbors, it would have appeared equally impossible. 

Is this the product of massive retaliation policies, the product of the 
destructiveness of weapons and the two Goliaths that have nuclear 
capability ? 

t seems to me that except for the United States and West Germany, 
Western Europe is virtually defenseless now. France has nothing; 
Great Britain has practically abandoned her responsibility on the 
Continent. 

Am I unduly pessimistic, and will you comment on that? 

Mr. Mercnanr. I think you are, sir. I think there is, in fact, a will 
to resist aggression, to stand up to threats, which is general throughout 
the alliance. 

I think the attitudes and the positions taken by the entire NATO 
Council last December and subsequently reaffirmed with respect to the 
threat over Berlin, is a reflection of that. 

So I would contest your basic statement. 

Senator Gore. There is little manifestation, as I see it, of their will 
to resist. What is the contribution of France? What is the contri- 
bution of Great Britain? How many men do they have on the Con- 
tinent in NATO, for instance? 
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Mr. Mercuant. Well, Great Britain has four divisions, which are 
almost as many as we have on the Continent. 

Isn’t that correct, General ? 

General Gururie. Well, it is [deleted] nearly that. They have 
over 55,000 men stationed in Germany. 

Senator Gore. 55,000 is not a very large contingent. 

General Guturie. No, sir; but they don’t have a very large armed 
force all over. They have other worldwide responsibilities. 

France, of course, due, I think, solely to their difficulties in Algeria, 
have cut down the share of their NATO commitments which are in 
being, and on the Continent. They still have the same commitment 
that they always have had. But the bulk of their active troops, 
[deleted] of their NATO commitment, is in fact down in Algeria. 
That isn’t so far away that they estimate they could at once break off 
some [deleted] divisions and bring them back if, for example, the 
Berlin situation began to appear very bad. It is not an impossibility, 
in other words. They are not gone forever. 


WHY SHOULD THE UNITED STATES CONTINUE AID TO WESTERN EUROPE? 


Senator Gore. Well, Mr. Merchant, if, indeed, the countries of 
Western Europe have the will to defend themselves, as you assert, 
why is it necessary for the United States to continue aid? These 
countries have going and profuse economies; they have a favorable 
balance of trade for the most part. Germany has a stronger, a greater, 
productive capacity now than even at the height of its productivity 
under Hitler. 

If they indeed have the will to defend themselves, why must they 
call upon us for aid, and why must we give aid? 

Mr. Mercuant. I will answer that this way, Senator: 

What aid we give to NATO countries is essentially marginal aid, 
and marginal aid in an area which it is impossible for them to provide 
for themselves. 

Our aid to Europe, and to the European members of NATO, rep- 
resents roughly $1 to every $20 that they have themselves put up, and 
that $1 is very heavily concentrated in modern weapons, missiles, 
electronics, high-performance aircraft, and so forth. 

And the United States is, virtually speaking, the only available 
source of supply except to the extent that we are successful in our con- 
tinuing efforts to have combined research and production effort on 
the Continent for production and purchase by the participating Eu- 
ropean members of NATO. The Hawk was just given as an example 
of that, and there are others. 

Another point I would make is that whereas it is entirely true that 
the recovery in Western Europe since the war has been little short of 
miraculous, the average income of the average citizen in Europe is 
about half of what ours is. 

This provides them with even greater problems than we have in 
meeting our tax levels and providing funds for our Defense Estab- 
lishment. 

Then, one third point which is an economic one, the internal pros- 

rity and improvement in production doesn’t necessarily produce the 
ollars which are necessary to buy the high-performance, complicated, 
modern weapons that I referred to. 
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You take France, for example. I looked at the figures the other 
day, and her exports to the United States are only about half of her 
imports from the United States. She has got roughly running a $300 
million deficit in terms of dollars on her current trade account. 

Mr. Irwin. Mr. Chairman, may I just add to that? 

Mr. Cuarrman. Mr. Irwin. 

Mr. Irwin. West Germany and England are now purchasing and 
we don’t have a materiel aid program in these countries; just a limited 
amount of cost-shared training. 

Mr. Cuarrman. The Senator’s time is up. You will have another 
opportunity in a few minutes. Before you came in, Senator Gore—— 

enator Gore. I understand. 

{ Deleted ] 


FRENCH ATTITUDE TOWARD COLONIES 


Senator A1rxen. May I interpolate to say that I had calling on me 
the other day eight native citizens of the French colonies of Africa, 
and talking through an interpreter, they expressed their hopes for 

etting independence and federation. They wanted independence 
frst. 

What is the attitude of France toward their actions? 

Mr. Mercuant. Well 

Senator Aiken. They were from areas in Africa farther south than 
Algeria. 

Mr. Mercuant. The French Community which General de Gaulle 
is responsible for creating is still in the process of developing, but 
you will recall a few months ago, sir, that in every French colony there 
was the opportunity to vote for a continuation of the association with 
France under the concept of the community, or for casting aside all 
ties in France. 

The Cuarrman. Not in Algeria. 

Mr. Mercuant. No; the Senator, I think, specified they were not 
from Algeria. 

The CHarrMaNn. I see. 

Mr. Mercuant. And again he referred to complete independence. 

Senator Arken. These represented several French colonies and they 
said they were going to insist on independence first, and then fed- 
eration. They admitted they didn’t have too much material with which 
to set up a government and indicated at first it might not be too dem- 
ocratic, but I couldn’t get from them what the attitude of France was, 
whether France would resist such a move and whether it would under- 
take to resist it by force or in what manner. 

But the reason I asked the question, Mr. Chairman, was that it 
fits in with your question there. 

Mr. Mercuant. I think, Senator, the attitude of France is that 
within the French Community there will be an evolution. As you sug- 
gest, there are territories where there is a desire expressed by certain 
groups or individuals for independence, where the achievement of 
total independence in the immediate future would probably be the 
greatest possible tragedy from the point of view of ability to sustain 
it and to govern it. 

The British, of course, have been following over a period of years a 
conscious planned program of bringing people up, developing civil 
servants, raising the standards of health and education with a view 
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to preparing and equipping them for a steadily increasing share in 
their own government. 

Senator ArKken. Either of those governments would be somewhat 
limited at the present time. 


REGIONAL REPRESENTATION ABROAD BY OTHER COUNTRIES 


The Cuatrman. I think we could well insist upon oe similar 
to Puerto Rico, because there is doubt about the political stability of 
some of these new governments, and also the foreign relations of these 
countries have to be considered. I mean that it is a very great burden 
for them to have to maintain embassies all over the world. _[ Deleted. ] 
There, again, I think the Department ought to begin developing some 
ideas in this field to try to promote regional representation by these 
countries. I think if it were done properly and with good sense and 
good taste, and not too brusquely, that maybe some headway can be 
made whereby these countries which are already independent could 
be relieved of the burden of maintaining these embassies. It seems to 
me some alternative should be developed. We are the ones who are 
bearing the burden; we ought to be coming up with ideas of regional 
representation for these small countries. 

You are going to have a situation like that in Africa. This is a field 
in which some imagination on the Department’s part might well bear 
fruit. In the Algerian situation, why don’t we tell them about our as- 
sociation with Puerto Rico? The people of Puerto Rico are, I think, 
genuinely pleased with their relationship to us, and yet they have 
complete protection internationally; they don’t have to maintain an 
army and a navy. 

I think it is your duty in the Department to begin to have some 
new ideas in this field. 

Mr. Mercuant. I think we have some ideas, Senator, and I think 
your suggestion is a very interesting and helpful one. Its applica- 
tion would be by no means universal, because as you know, some of 
the newer countries, the more sensitive they are, the more anxious 
they are to attain appearance and trappings of power. 

The Cuarrman. That is true, but the time when we are first estab- 
lishing relations is the time to talk. It is a matter of good sense and 
good taste and not being brusque and demanding. 

I think we ought to give them assistance—but I think at the same 
time it ought to be on some reasonable basis. 

I think that in the process of recreating a viable Western World 
we have missed many opportunities in this connection. 

In the beginning, before they establish these embassies, in the 
process in which they are being generated and created as a new 
country, it seems to me that suggestions should be made about shar- 
ing representation or experiences with a neighbor. 
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I think there are possibilities. I don’t believe you have ever tried 
it, have you? Do you have any evidence that the Department has 
ever tried it ? 

Mr. Mercuant. No; to my knowledge the Department never has. 

The Cuarrman. You never have made any suggestions, have you? 

Mr. Mercuan'r. Not tomy knowledge. 

= nee fy sits , , 

The Cuamman. All I am saying is it is high time you do. I think 
since Africa is emerging as a new area we should not re-create all the 
mistakes of the past. 

I think we are entitled to some very gentle but firm suggestion about 
these matters, not only in Africa but also in Latin America and 
elsewhere. 

Senator ArkeN. Hasn’t it been our sensitiveness to the feelings of 
the Dutch and the French that has prevented our doing this type of 
thing ? 

The Cuarman. Mr. Merchant, you ought to be making efforts, and 
I think you ought to be making them now in Africa. You ought to be 
offering assistance, which you are going to do anyway so they won't 

o Communist, but at the same time suggesting that this is a way 
or them to get good representation without burdening themselves too 
much, In many cases I think you can do this type of thing. 

Senator ArkEN. The question my visitors asked me through their 
interpreter was, “What will the United States do to help us?” I had 
to say that as a member of the legislative branch I was not in position 
to offer that answer, but that the American people are sympathetic 
with all people who seek freedom and independence and democracy. 
They inferred, of course, they will be offered help from other areas 
which they were reluctant to accept. 


INCREASED AID REQUESTS FOR FRANCE, DENMARK AND NORWAY 


The CnatrmMan. You answered the question about the great dis- 
crepancy between last year’s and this year’s request for France. 

1 wish you would put in the record the same explanation with re- 
gard to Denmark and Norway, because there is a remarkable increase 
in the aid requests for these two countries. [| Deleted.] 

General Gururie. Yes, sir, both of those countries are engaged in 
a cost-sharing operation which has been referred to previously. Both 
Norway and Denmark are engaged in a shipbuilding program for 
ships which will be committed to NATO in which we are paying a 
share, and they are paying a share, and it has stimulated their own 
efforts to do something in their own behalf. That was the main reason 
for that increase in Norway. In Denmark, the comparative increase is 
due also to reprogramming certain missiles and modern aircraft de- 
ferred from fiscal year 1959. 

The CuarrMan. Senator Aiken, do you have some questions ? 

Senator A1rken. No. 

The Cuarrman. Senator Gore, now I will return to you. 
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POSSIBILITY OF A GROUND WAR IN EUROPE 


Senator Gore. When you were last here, Mr. Merchant, in an ex- 
change with me, you made the following statement, which I will read, 
and I would like you to comment further, if you will: 

The second point, I think, which emerges is that what the Soviets would most 
like to do is to trap us in a major ground war in Europe. 

Do you recall that ? 

Mr. Mercuant. Yes, sir; I do. 

What I had in mind, and I think I went on to explain, though I 
don’t recall the exact context of it, Senator, was that we have not 
contemplated, nor has NATO strategy contemplated, that an all-out 
war of major hostilities could be confined purely to ground forces 
and conventional weapons. 

The concept of NATO strategy, as you know, sir, is the shield and 
the sword, the two of them combining to form the deterrent. 

In terms of numbers of ground forces, the Soviets and their satel- 
lites have mobilized and presumably combat-ready today many times 
the comparable forces of the Western Alliance, of the NATO Alli- 
ance, and I think, as expressing the opinion of a layman, that an all- 
out war fought with the Soviets in E turope in which nuclear w eapons, 
neither tactical nor strategic were used by the NATO forces, would 
be a very uneven contest. 

Senator Gore. That is a statement of fact with which no one could 
disagree. I don’t ask you in any sense to change that statement of 
yours I referred to, but I do want to say that it disturbed me, and I did 
not agree with it. I want to afford you any opportunity you like to 
modify that. 

It had not been my impression that the Soviets wanted a war in 
Europe of any sort, ground or otherwise, but you say that they would 
like nothing better ‘than to trap us in a major ground war in Europe. 

Is that, in fact, your opinion ? 

Mr. MERcHANT.: I am not sure I did exactly or accurately express 
my opinion. I agree with you, I don’t think the Russians at this 
time want a major war. The thought I was attempting to express 
had, I think, an inarticulate premise, that if a major war broke out, 
the ‘Russians in fighting a aakin war would obviously like it to be 
one in which we renounced the use of the more powerful weapons in 
our arsenal. 

Do you see what I mean, sir? 

Senator Gore. With that statement I agree thoroughly 

One of the fundamental objectives of the Soviet Union, through 
the last decade, has been to outlaw in world public opinion the use 
of nuclear weapons. I have been disturbed by the extent to which 
we have seemed to add water to their wheel in the Geneva proceed- 
ings, or the moves leading up to the Geneva Conference. 

With the statement you delivered this morning I find myself in 

ment, but this prior statement disturbed me and I wanted to 
afford you the opportunity to clarify it. I think your statement this 
neulan ie perhaps a fuller presentation of your views. 

Mr. Mercnant. That is right, yes, sir; it is a clarification, a more 
accurate expression. 

Senator ioe. Thank you very much, Mr. Chairman. 
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ALLIES’ LACK OF WILL TO DEFEND THEMSELVES 


The Cuarrman. Senator Church. 

Senator Cuurcu. Getting back for a moment, Mr. Secretary, to 
the question raised by Senator Gore as to the unwillingness of western 
European countries to defend themselves, it has seemed to me and 
certainly it has been borne out by comments of men who are close to 
Western Europe and are, in their own right, experts in the field 
that there is much merit to this contention, and I think that there is 
much reason for it. 

Certainly this was evidenced by Mr. Macmillan when he was here 
not so long ago, when he talked about the incineration of England, 
and certainly that feeling must be very intense in France and Italy, 
where populations are concentrated and where their vulnerability to 
atomic attack is very great, indeed. 

This may very well be a factor in their feeling of despair or feeling of 
futility in preparing their own defenses. 








EQUIPPING NATO FORCES WITH CONVENTIONAL ARMS 


Now, if that is so, and if that is one of the reasons why they have 
not met the force goals and why, according to our own General Nor- 
stad, we have insufficient divisions in readiness at the present time, 
wouldn't it follow that to the extent we could equip these NATO 
forces with conventional arms and use them as a part of our master 
strategy, this would serve as an inducement to them to get on with the 
defense effort? [Deleted. | 

What contribution they would make in the defeat of Russia should 
an attack come is pretty small compared with the atomic force that we 
would hav e to employ in the effort to defeat Russia. 

So I really question how important they are in our defenses. 
(Deleted. | 

It seems to me that it would make so much more sense if we would 
direct our military assistance program toward furnishing those kinds 
of weapons that would improve their conventional fighting power so 
that an atomic attack would not be attracted to them, and then we 
could withhold the atomic punch so if a conventional war would break 
out they would know that atomic punch is being held in the back- 
ground. 

I am not a military expert, but I make this observation because it 
seems to me to make sense, and I would like to have the reaction of a 
military expert on it. 

Mr. Mercuant. Could I comment first, and then ask the General to 
answer it, as he is far more competent than I. 

Senator Cuurcu. Yes. 


ALLIES’ WILL TO DEFEND THEMSELVES 


Mr. Mercuanr. On the question of the stoutness of the peoples, I 
think it is fair to say that whereas in many, practically all of the 
European countries, you do have pockets of pacifism, you may have 
in many quarters a sense of horror over the possibility of war. 
Nevertheless, our allies in NATO have governments which represent 
the people, and those governments are the ones who will lead those 
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ple, and it is from those governments that I get a sense of con- 
fidence that they are prepared to fight if they are attacked, and are 
repared to take risks in order to maintain the poere [ Deleted. ] 
Vith the dispersal physically of weapons of retaliation you add to 
your deterrent power, and you have got to look at these as pro- 
tectors or contributors to the deterrent and not merely as targets 
which would be zeroed in on. 


EQUIPPING NATO FORCES WITH CONVENTIONAL ARMS 


Then, on the question of modern weapons versus the possible 
desirability of increasing the forces with conventional equipment, I 
don’t think you can leave out of that equation what the Russians are 
doing with their forces. They are giving their troops in the field 
greater mobility, atomic capability, modern weapons comparable to 
ours, and to arm the Europeans on our side with pitchforks while 
the others were using powder, I think would create rather than reduce 
or eliminate a sense of helplessness. 

Senator Cuurcu. There is an introduction of an element into the 
discussion that I would be the last to advocate. 

What I am saying is merely this: If I were a Frenchman and I 
felt that any kind of involvement in middle Europe would at that 
moment mean atomic war, that the United States only wanted to 
equip us with atomic forces so that we were forced to use atomic 
weapons because of this imbalance, that we must use atomic weapons 
at, the outset and couldn’t fight back any other way, my reaction 
would be: “Well, why bother; let these two atomic giants fight it 
out. If war comes, let them bear the burden of it. Why should the 
French budget be enlarged, because if this thing comes, it is going 
to be suicide for France; there is going to be no defense.” 

But on the other hand, if I were a Frenchman and felt that if my 
country were pressed into an involvement with the Russians in middle 
Europe, that if it had an effective and modern conventional fighting 
force and that that would not make that atomic war inevitable, then 
some [deleted] divisions conventionally armed and modernized in an 
area that is as limited as central Europe cannot be easily dismissed 
by merely counting up the number of divisions that Russia and China 
have. It cannot be done. 

Asa Frenchman, I would then feel that there is reason to contribute 
a good deal of money to that conventional force, and it may very well 
be that that conventional force, being ready and available, would be 
just as much of a deterrent as a bunch of IRBM’s on launching pads 
in France and Italy. Russia would hesitate to involve itself in a 
conventional war if it could not readily occupy the territory it sought, 
knowing then that it might invite that retaliation that such an involve- 
ment would risk for it. 

I don’t think it is as simple as this, and I think that there is a very 
good argument, in the overall strategy, against the tendency to supply 
these countries with atomic weapons. 


LISBON FORCE GOALS AND INTEGRATION OF IRBM’S INTO NATO ARSENAL 


General Gururre. Senator Church, the original purpose of the 
Lisbon goals which Senator Mansfield referred to earlier was based 
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purely on conventional European forces to be backed up by our Stra- 
tegic Air Command and other strategic elements. 
hat, in effect, met the general terms of your concept. 

Now, that meant keeping huge standing armies in all the European 
countries at Sounidurabl sustained expense. 

But in 1954, all the NATO countries agreed that the tactical atomic 
weapon had arrived, the smaller weapon, so-called baby bombs, and so 
forth, so that it was not necessarily going to result in complete devasta- 
tion for some local country. 

So instead of having an all-or-nothing operation as before, if, for 
example, the Russians closed in on Berlin and occupied it, we had 
no in-between. [ Deleted. ] 

So the balance of forces was arrived at after years of study, and 
work, where the troops on the ground and the supporting air squadrons 
did have a tactical atomic means. 

They knew, of course, that the Russians had them. 

Senator Cuurcn. Yes. 

General Gururm. And as the Secretary mentioned earlier, it gave 
them a feeling of inferiority until they actually knew they were going 
to get these. 

Mr. Irwin. Mr. Chairman, could I comment on that? 

The Cuarrman. Yes, Mr. Irwin. 

Mr. Irwryn. To make clear that it was not that the United States 
forced IRBM’s on Europe, this was an agreed position in December 
1957, that all of the NATO countries accepted as the weapon that would 
be integrated into the NATO arsenal in those areas that General Nor- 
stad and his international staff at SHAPE would request. 

Now, the United Kingdom had already made its own individual 
move prior to that time to have IRBM’s there. Italy expressed will- 
ingness as well asother nations. [ Deleted. ] 

Senator Cuurcn. Isn’t it true, however, that since this agreement 
in principle was reached among the NATO powers, there have been 
quite a lot of delays and difficulty in coming to terms that would ac- 
tually bring these weapons into various other countries in Western 
Europe? The United Kingdom has them; Italy will get them, is get- 
ting them [ Deleted |. 

Mr. Irwin. [Deleted.] It is a situation where you can say that 
there are countries that would prefer not to have nuclear weapons, and 
perhaps in certain instances would refuse to have them. Deleted} 

It is a way of modernization for their tactical forces. [ Deleted. 
The tactical force of Europe is not a case of our saying they must have 
tactical atomic weapons; but of their own military decision, approved 
by their governments, asking for them and working it out with General 

orstad as to what would be the proper distribution. 

[ Deleted. ] 

Mr. Irwin. Now, we are faced with the Russian missile threat, and 
to the degree that we can disperse elements of our deterrent that 
become the objectives of the Russian strategic threat, to that degree it is 
helpful to our whole alliance. 

Senator Cuurcn. I have expressed my skepticism as to this pattern 
of thinking, and I am still very skeptical of it, regardless of whether 
it has been adhered to in part by our allies in Western Europe. 

I know that my strategic thinking and my military thinking is not 
going to prevail. I merely want to express my doubts. 

40110—59—pt. 120 
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PURPOSE OF NATO DETERRENT 


It seems to me we ought not to arm ourselves in the direction where r 
any kind of conflict must become atomic; that we ought to attempt to { ¢ 
establish a system that will permit the use of conventional forces so 
that we will not be faced with atomic suicide every time we go to the I 


bargaining table. 

Mr. Mercuant. Could I make one comment on your last thought, 
Senator? 

Senator Cuurcn. Yes. 

Mr. Mercuant. The General will correct me if I am wrong, but I 
have always understood and believed that a part of the purpose and 
concept of the shield aspect of the combined deterrent maintained by 
NATO was that the forces in being and in place of the NATO Alliance 
would have a sufficient strength so that they could deal with any local 
adventure or accident without going to all-out war, and that more- 
over they would be of sufficient strength so that the Soviets them- 

selves would have to start a strategic. movement forward and in a 
sense telegraph their punch, and my understanding is that the shield, | 
in fact, is sufficiently strong that it would be a major effort by the 
Soviets to overrun them, and the expression thereby of the intent on 
the part of the Russians to embark on major hostilities. 

eneral Guturie. It places the onus of aggression on the Russians 
that something has happened which isn’t just a few men infiltrating 
into a town; it has to be a military operation. 

Senator Gore. If the Senator will yield there. 

Senator Cuurcn. Yes. 

Senator Gore. Without desiring in any way to put you in a tough 
spot, but merely to comment, the sentiment you just expressed i is in 

arp variance from the offhand comment of the President that there , 
would be no ground warfare in Europe. It seems to me that we must, 
in prudence, build conventional forces to the point that a major effort 
would be required. But to abandon ourselves in the eyes of the world, 
and particularly in the eyes of Russia, to nuclear war or no resistance 
at all, would be a fatal error, and I am glad we are gradually recover- 
ing from what seemed to me a most unfortunate remark. 

I ot ask you to comment on it at all. I just comment on it 
mysel 

Senator Cnurcn. I can associate myself with the Senator. If you 
want to go ahead, Mr. Secretary, you may. 

Mr. Irwin. May T comment? 

Mr. Mercuanr. I don’t think what I said, sir, is in conflict with the | 
President’s concept. 

Senator Gore. I am not sure his concept was as he stated it at that 
particular time. What you have stated is at variance with the public 
statement at his press conference. I would hope that that is not his | 
concept. At least, that is in variance with his whole career, and | 
particularly in NATO. 

General Gururte. I think it might have been better understood if 
expressed as a “limited” or “localized” war, and that, of course, pri- 

marily because each NATO ally is bound to go to the assistance of 
the one which is attacked, and therefore it w ould cease to be a localized 
operation very quickly. 
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Senator Gore. Of course, we could say that this is an example which 
raises a serious question as to the advisability of Presidential press 
conferences. 

General Gururie. I didn’t intend in any way to contradict the Com- 
mander in Chief. 


GENERAL CONCEPT OF THE SWORD AND SHIELD 


The Cuarmman. Mr. Shuff would like to make a comment. 

Mr. Suurr. Mr. Chairman, I have sat through a good many hear- 
ings on the subject being discussed here. I am nota military expert, 
but I would like to attempt to paraphrase something that the Joint 
Chiefs of Staff have said in times past, and also some things that 
General Norstad has said to the Foreign Affairs Committee “of the 
House. 

The shield force and the general concept of the shield and the sword 
in Europe was set up principally to be a deterrent. Nobody ever 
thought we could afford to match the Russians man for man in con- 
ventional warfare. It would be devastatingly expensive, both for 
our European allies and for ourselves, and it didn’t seem to make much 
practical sense from a military point of view. So that is why SHAPE 
espoused the shield and the sword proposition, the sword being largely 
the sword from the United States in the way of SAC forces and other 
forces that could come when needed. 

As far as the shield forces were concerned, they were supposed to 
stand on the periphery of danger. If an accident occurred, or if there 
was a minor sally, or if there was a distinct probing action, there 
would be enough force to stop or delay that, giving us, giving SHAPE, 
giving the NATO time which at this particular point in “the battle, 
or In an engagement, is all important. 

Here, if we could hold them and if after they were held they de- 
cided they wanted to bring up substantial force to prove their point 
and to make a full-blown incursion, this would give us the opportunity 
to understand what they were doing. It meant that they would pre- 
meditatively be attacking. This w ould be no mistake, this would be 
not just a sally, no minor incursion, this would be an attack, and it 
has been said by the Chairman of the Joint Chiefs of Staff ‘and by 
General Norstad that this would trigger a war, and I think probably 
what was meant—and I also don’t want to endeavor to interpret the 
President of the United States—what he was saying and hat cer- 
tainly has been underlined by the Chairman of the Joint Chiefs of 
Staff and by General Norstad, is that we never would fight a major 

round war in Europe; that if there was an attack by the Russians or 

y the Russians and the satellites in Europe, it would be a major at- 
tack, and it would be so identified as a major attack by virtue of the 
fact that they had pushed through the shield force. This would indi- 
cate their intention. This would bring the sword part of the sword- 
and-shield concept into action. 

So I think that there really isn’t any difference. It is a case of the 
variety of ground warfare we are talking about, because a lot of the 
things that we have in NATO today were the things that General 
Eisenhower, when he was in SHAPE, was planning and contemplat- 
ing, so that I think that we are all together. 
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QUESTION OF PROHIBITING USE IN ALGERIA OF MILITARY EQUIPMENT FUR- 
NISHED TO FRANCE 


Senator Cuurcu. One further question, Mr. Secretary: Leaving 
now the field of military strategy, I mentioned to you the possibility 
that Congress might insert in this bill a limitation which would have 
the effect of preventing arms that are shipped to France from here on 
from being diverted by France away from the NATO objective and 
being employed in Algeria. 

You said that you thought the objective a good one, but you ques- 
tioned whether it ought to be made a part of the law. 

It seems to me that in many instances it would be of assistance to 
the State Department to have it made a part of the law so that you 
are not embarrassed in your negotiations with the country because 
you can point the finger of blame to the Congress and say the Congress 
has simply prohibited this. You can say that that was done because 
there are so many representatives from States like Idaho and Nebraska 
who do not understand the sophisticated problems of Western Europe, 
that they have just simply written it into the law, and the United 
States is not able to give France equipment to take down to Algeria, 

I don’t see why this would necessarily be an impediment or hurtful 
to your negotiations with France on a specific matter, and I can see 
ways in which it would be helpful. 

Mr. Mercnuant. I still believe, Senator, that the great risk would 
be that it would be contrary to the intentions and not helpful, and if 
I could go off the record for just a minute on that—— 

The Cuarrman. Yes, take it off the record. 

(Discussion off the record. ) 

The CHatrman. Does anyone have anything more he would like 
to add? 

Mr. Mercuant. No, sir; I have exhausted my military knowledge. 

The CuatrMan. There are two things that always bedevil all of 
these hearings. One is the military aspects, which I know very 
little about, and the other is monetary matters. 

T have requested the Secretary and Under Secretary of State to 
prepare a very detailed explanation of soft currencies and what you 
can do with them and what you can’t do with them. 

The whole Congress has many thoughts, I think, about the signifi- 
cance of a soft currency and what you can do with it, and it befuddles 
this whole program. Public Law 480 is constantly being brought up. 
This is not the first time. It was brought up in the Banking and 
Currency Committee, and I think the Department should follow up 
on this because on the floor I can see the same argument coming up 
again of why can’t we do so and so, and that or this, with foreign 
currency? As an educational matter, you have to see that that 
memorandum is prepared for the use of the committee members. Of 
course, it should be, first, for the instruction of the committee members, 
and, then, for use on the Senate floor. 

There is a great misunderstanding about these currencies. As the 
question arose earlier, what are you going to do with the zloty; the 
question about the drachma was raised the other day. 

Mr. Mercuant. We will check up on it. 

The Cuarrman. Just be sure it is being done. 

(Information subsequently supplied by the executive branch.) 
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(The prepared statements of General Guthrie and Mr. MacPhail 
are as follows :) 


STATEMENT OF MAJ. GEN. JOHN S. GuTHRIE, DIRECTOR, EUROPEAN REGION, OFFICE 
OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


Mr. Chairman and members of the committee, my responsibilities within the 
Department of Defense relate primarily to the application of the military 
assistance program in furtherance of our national and collective security objec- 
tives in the Huropean area, particularly NATO. Therefore, I hope that my state- 
ment will serve to supplement the one you have just heard from the Assistant 
Secretary of State for European Affairs. 

My purpose here this morning is to provide you with information on the pro- 
posed fiscal year 1960 program for the European NATO countries, as well as 
the non-NATO country of Spain. In those instances where I discuss military 
assistance as it pertains purely to NATO, my discussion will exclude Spain, but 
will include Greece and Turkey. Details as to the individual programs proposed 
for Greece and Turkey, however, are being provided in a separate presentation 
on the Near East. 


ADJUSTMENTS IN NATO FORCE OBJECTIVES 


The initial military assistance which was provided in the early days of the 
NATO alliance was generally directed toward the activation and equipping of 
the maximum number of conventional forces to achieve a collective defense 
capability as rapidly as possible. You will recall that the post World War II 
demobilization of Allied Forces left Europe practically defenseless against any 
concerted Soviet encroachment. 

Gradually, as the build up of NATO forces proceeded, it became possible to 
review periodically the force objectives of the countries, and to make appropriate 
adjustments from time to time. These adjustments responded to such changing 
conditions as the ever-present Communist threat, the development of advanced 
equipment and missiles, and the overall defense demands upon the economies of 
the member nations. 

When our Government decided in 1954, to make available to NATO U.S. de- 
veloped nuclear delivery weapons, a comprehensive review of the original NATO 
force structure was initiated. In December 1957, this resulted in the adoption of 
an agreed list of the NATO minimum essential force requirements for the 5-year 
period ending in 1963. This force plan now provides dependable time-phased 
guidance for the member nations’ own efforts, as well as for the scheduling of 
U.S. military assistance to augment these efforts. 


VALUE OF NATO ALLIANCE 


In its first decade of successful operation, the value of the NATO alliance has 
repeatedly proved itself not only by its survival, but also in its growing prestige 
and influence during the many crises which the free world has faced since 1949. 
Hence, the Department of Defense believes that the need for vigorous continua- 
tion of our military assistance efforts, as already expressed by other witnesses 
in these hearings, warrants your special consideration toward maintaining 
NATO’s effectiveness. Supplemented as it is by the striking power of U.S. stra- 
tegic forces, NATO provides the most tangible evidence of the free world’s de- 
terrent to Communist aggression. No one would deny that with a membership of 
15 sovereign nations, NATO has its share of problems from time to time, but 
there is no doubt that the existence and the combined strength of NATO is the 
most significant element in Communist calculations. 


RECENT EMPHASIS IN MILITARY ASSISTANCE PROGRAM FOR EUROPE 


In recent years, the emphasis of our military assistance in this area has been 
progressively applied toward the improvement of quality in preference to quan- 
tity in NATO defense forces, in order to balance vital requirements for the long 
pull against the increasing costs of modern armament. In furtherance of the 
sustained effort, the judicious application of military assistance funds in such 








302 MUTUAL SECURITY ACT OF 1959 





cost-sharing activities as the mutual weapons development program, and stimula- 
tion of the European scientific and industrial capacity has resulted in substan- 
tial interest in, and progress toward cooperative weapons development, produc- 
tion, and financing. Tangible results of these cost-sharing efforts include the 
current European production of the G—91 Lightweight Strike Fighter and the 
French developed SS-10 anti-tank missile. In addition, NATO arrangements for 
coordinated production of certain missiles appear to be approaching fruition. 
Fundamentally, the proposed 1960 increment of military assistance for Europe 
does, we believe, face up to the concurrent needs of keeping U.S. defense expendi- 
tures at the lowest acceptable level, as well as of maintaining allied force effective- C 
ness by providing weapons which our allies are unable as yet to produce or to 
procure from their own resources. Further, in order to maintain the impetus of 
U.S. leadership, we must time the programing of these weapons so as to provide 
a continuing incentive to our allies to be ready to man and support them. In the 
face of these competing urgencies, the funds which are being requested for fiscal 
year 1960 represent much painstaking and detailed analysis throughout the execu- 
tive branch. I 
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PHASING-IN OF EQUIPMENT AND TRAINING FOR NATO FORCES 


mn 


Thus, the military assistance proposed for the NATO nations reflects our best 
judgment of the most effective phasing-in of equipment and training to fill the 
more pressing needs of the NATO forces, within our means, and screened against | ; 
realistic estimates of what the planned recipients can absorb and utilize effec- 
tively, as well as that which they can provide for themselves. The detailed pro- 
gram planned for each country is shown at the country tabs in your blue Presen- 
tation Book for Europe. A summary of the country figures, and the total for 
Europe as a region, are shown on page 40 of your maroon Worldwide Summary ] 
Book. The fiscal year 1960 total for Europe, including Spain, is $477 million. 
Conversely, the total for the NATO countries as a group, excluding Spain, and 
adding in Greece and Turkey, is $714 million. , 


PROGRAMS FOR MISSILES AND MISSILE EQUIPMENT 


Because in our presentations in previous years, we found it necessary to pro- 
gram some advanced weapons before specific recipients had been decided upon, 
our programs for missiles and modern aircraft were lumped together and pre- 
sented separately from the individual country programs. This year, however, 
since the recipients are generally known more clearly, we are able to furnish you 
a more complete picture of the total materiel assistance intended for individual 
countries, and we have indicated, as nearly as we can forecast, practically all of : 
the missiles and modern aircraft within the country programs. 

I can now report that our past programs for missiles and missile equipment are ) 
beginning to pay off this year in the form of trained NATO missile crews and _ | 
substantial materiel deliveries. This buildup of NATO missile units is reflected | 
in the columns on page 48 of your maroon books. By the end of this calendar year, 
more than 30 missile units of various types will have been delivered to trained 
allied troops in 10 NATO countries. More than 10 of these units will be over 
there before July 1, 1959. The overall missile unit deliveries currently scheduled 
by December 31, 1959, include 9 Nike battalions, 21 Honest John units, 1 squadron | 
of the Matador missile, and 3 intermediate range ballistic missile squadrons. 

Our efforts to find ways to provide assistance by methods short of grant aid 
eontinue. Current approaches are in the direction of increasing cost-sharing 
arrangement with certain countries, on projects involving local production with 
resulting benefits to the country’s economy. However, in considering the possi- 
bility of obtaining agreement on such projects, each country’s apparent economic 
capabilities must be evaluated in relation to military urgencies, on a case-by-case 
basis. 


MILITARY ASSISTANCE TO SPAIN 


Spain.—Our military assistance to Spain has been instrumental in increasing 
the defensive capability of another stanch anti-Communist country. Coupled 
with U.S. economic and technical assistance, our military program has fostered 
Spain’s closer association with the community of the Western nations ; has made 
possible the construction and joint operation of much needed bases for our 
strategic air and naval forces; and has generally enhanced the development and 
some modernization of Spanish land, sea, and air forces. 
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Three major airbases, and a large naval base and air station at Rota are now 
operational, as are smaller auxiliary facilities. These strategically located 
pases, jointly protected by the combined capabilities of the United States and 
Spanish forces, guard the western passage to the Mediterranean. In addition, 
this joint United States-Spanish capability provides an important contribution to 
the air defenses of Western Europe. 


PROPOSED PROGRAM IS MINIMUM FOR EFFECTIVE DEFENSE POSTURE 


Conclusion 

As I have pointed out, my statement has been designed to summarize the more 
significant aspects of our proposed program for fiscal year 1960. With due con- 
sideration for the total level of U.S. defense expenditures, it is the belief of the 
Department of Defense that this proposal represents the very minimum essential 
to maintain effective defense posture in Western Europe. 

I welcome the opportunity to respond to any questions that you may wish to 
raise. 


STATEMENT OF DonaLp B. MacPuHatit, AcTING Rrea@ionat Director FOR AFRICA 
AND EUROPE, INTERNATIONAL COOPERATION ADMINISTRATION 


EUROPE 

Introduction 

Economic programs proposed for Europe represent only about 3 percent of 
the worldwide nonmilitary Mutual Security Program for the coming fiscal year. 
They are directed at only three major areas—Spain, Yugoslavia, and Berlin, 
plus three small multilateral programs with NATO and OEEC. Several small 
bilateral technical exchange programs previously included are no longer pro- 
posed for mutual security financing. The only remaining such programs—for 
Iceland and France—are included in the proposed international educational 
exchange program of the Department of State. 


European economic cooperation and the newly developing countries 


Although no programs are proposed for the former Marshall plan countries 
their progress toward closer economic integration and toward a larger role iv 
the development of countries outside Europe is of major interest to the United 
States. The past year was one of fundamental and satisfying progress toward 
closer economic integration in Western Europe. The two treaties of Rome 
became effective on January 1,1958. The first of these established the European 
Economic Community. This set in motion the mechanism of the Common Mar- 
ket which in little more than a decade will lead to a comprehensive merger of 
economic interests between France, Germany, Italy, and the three Benelux 
nations. The companion treaty established the European Atomic Energy Com- 
munity, known as Euratom. Euratom provides the framework for a large-scale 
effort among this same group of nations to develop nuclear power for peaceful 
purposes. Thus the European Atomic Energy and Economic Communities have 
taken their place beside the European Coal and Steel Community as part of a 
historic movement toward integration and unity in this vital area. 

The efforts made over the past several years to link the Common Market with 
the other 11 member states of the OEEC by means of a European free trade 
area were not completed. Differences of view persist among the negotiating 
countries. We understand, however, that studies are continuing in Europe on 
both intra-European trade problems and on problems affecting trade relations 
between Europe and other areas of the free world. 

Despite such problems as the foregoing, the Western European nations have 
continued to make significant progress toward freeing trade and payments and 
strengthening their economies. For example, in December 1958 most European 
countries announced the adoption of nonresident convertibility. 

I should like to call attention to an important aspect of the Common Market 
Treaty ; namely, its provision for a development fund for investment assistance 
to the overseas countries and territories associated with the European Economic 
Community. The fund will have available $581 million for the first 5 years of 
its operations. We understand that preliminary discussions concerning the use 
of these funds, primarily in Africa, are already underway. 

It is estimated that between 1954 and 1958 about $1 billion a year in public 
loans and grants were provided by Duropean countries—principally France and 
the United Kingdom—to less-developed areas outside Europe on a bilateral basis. 
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Technical assistance, educational scholarships, and other forms of assistance ate 
being extended bilaterally by individual countries. Germany, Denmark, and 
the Netherlands, among other countries, operate such programs for the benefit 
of independent less-developed countries outside Europe. Within the OEEC area 
the member countries combined to provide advice and substantial financial 
assistance to Turkey and they continued their program of technical assistance 
to Greece, Turkey, Yugoslavia, and southern Italy. 


ACCOMPLISH MENTS 


I would now like to turn to more specific discussion of those few countries 
in which we continue to have economic programs. Some examples of the ac- 
ecomplishments of these programs will indicate the progress we are making 
toward our mutual objectives. 


Spain 

The committee will recall that in 1953, the United States and Spain signed a 
series of agreements to construct and jointly operate a series of air and naval 
bases on Spanish territory. Concurrently, the United States agreed to provide 
Spain with military and economic assistance. The military bases are now 
virtually completed and are operational, as is the pipeline to supply the bases, 

Without U.S. economic assistance it is doubtful that this would be the case, 
Spain’s economy, severely damaged by civil war and by long isolation from the 
rest of the Western World, was in no position to support, unaided, the major 
military construction which has been undertaken. The living standard of its 
people was one of the lowest in Europe. Even with the substantial U.S. assist- 
ance which has been made available in the last 5 years, Spanish efforts to im- 
prove their economy have not been completely successful. Spain has for the last 
few years experienced serious inflation. Beginning early in 1957, the Spanish 
Government embarked on a program of reforms. The peseta was devalued, 
budget deficits reduced, and some public investment curtailed. The inflationary 
spiral was somewhat contained, but it must be recognized that inflationary 
pressures have continued to mount. 

Because of inflation, the major portion of U.S. economic programs has con- 
sisted of raw materials and agricultural commodities. Nevertheless, in part 
they have also contributed to important basic improvements in the economy 
which has grown rapidly since 1953. Gross output has increased by an average 
of 6 percent per year in real terms. Industrial production has risen by about 
10 percent annually, and consumption has climbed between 4 and 5 percent per 
year. 

In the industrial field, significant advances in the production of steel, electric 
power, and cement have taken place. From 1953 to 1958, steel output rose 70 
percent, and in 1958 alone a 10 percent rise was achieved. This latter increase 
was partly due to the opening of the first section of Spain’s largest steel plant. 
In all, about $8 million worth of equipment for this and other plants has been 
partially financed by the United States. About 45 percent of the 2-million-ton 
cement production increase from 1953 to 1958 can be attributed to some $3.4 
million of U.S.-financed equipment. ICA assistance of over $30 million in the 
electric power sector has been an important factor in permitting Spain to over- 
come crippling power shortages which were common until the new capacity 
came into operation. Improvement of transmission systems through the instal- 
lation of such equipment as circuit breakers and high-capacity transformers has 
helped reduce power transmission losses from 25 percent to about 18 percent. 

Transportation, an outstanding weakness, has also been greatly improved. 
Though our main efforts have been directed toward those parts of the systems 
which serve the strategic bases, improvements have also provided important 
support for the civilian economy. ICA-financed highway equipment amounting 
to some $4 million, and over $18 million in U.S.-generated local currencies have 
been used to widen and level almost 200 miles of roads, thus completing construc- 
tion on the priority network of access roads. The highest priority, however, 
has been given to the rehabilitation of railroads, which had suffered severe 
damage during the civil war and neglect for most of this century. About $30 
million worth of equipment has been supplied and $40 million in counterpart 
funds have been allocated for this purpose. This assistance, ranging from 
diesel locomotives and rolling stock to traffic control equipment and railway ties, 
has been utilized to renew and improve 600 miles of track, principally on the 
ene line between Madrid and the bases at Seville and the naval base at 

ota. 


Sg 


~ 


a ee 











OO SS OO | 


ee ae hh WwCrCUCUelUMDEOCOOlUr,hlU”hCUr hr CU 


wa ee Se lS 6. 


-— Fe Vr wa !e 


lad 





Eg 


—- 


MUTUAL SECURITY ACT OF 1959 305 


U.S. programs in the field of agriculture have financed more than $25 million 
in agricultural equipment and substantial amounts of U.S.-generated local cur- 
rencies have been allocated to agricultural improvement projects. These in- 
clude projects in which 106,000 acres have been irrigated, soil conservation proj- 
ects where some 49,000 acres have been terraced, and land consolidation projects 
where farm families have agreed to consolidate fragmented holdings. 

However, the solution of Spain’s agricultural problems is not easy. During 
the last 20 to 30 years agricultural investments have been neglected, a distorted 
price structure has developed, and antiquated production methods have changed 
little. Despite U.S. help and Spain’s own substantial efforts, production has 
barely kept up with the growth of population. 

The technical cooperation program for Spain has also played an important 
role in improving Spanish techniques. In commerce and industry, one of the 
most notable developments has been the establishment of Spain’s first school 
of business administration which to date has graduated 128 trainees, chiefly 
selected from Spanish middle management. 

In summary, U.S. economic programs to date have strengthened Spain’s 
economy and its ability to cooperate with the United States in the construction 
and operation of the joint bases. During the same period, Spain has drawn 
closer to other countries of Western Europe and has stepped up participation 
with free world economic organizations. During 1958, Spain became even more 
closely associated with the OREC and joined the International Monetary Fund and 
the International Bank for Reconstruction and Development. 

Yugoslavia 

The special assistance program in Yugoslavia, combined with the other U.S. 
programs such as Public Law 480 and the Development Loan Fund, has been 
a major factor in strengthening the independent position of Yugoslavia outside 
the Soviet bloc. This is a most significant accomplishment. 

The example of our firm resolve to help countries preserve their independence 
without attempting to dominate their internal affairs is not lost on the other 
countries of the free world, nor on the Soviet bloc. The Yugoslav reply to recent 
Soviet accusations concerning U.S. assistance stands as a testimony to our 
position. In essence, Yugoslavia said that U.S. help was being given free of any 
political conditions, in sharp contrast to assistance accorded by the Soviet Union. 

Before its break with the Soviet Union in 1948, Yugoslavia depended on the 
Soviet bloc for about half its imports, including key raw materials to keep its 
industry going such as coal and coke, base metals, and petroleum products and 
manufactured items. These items were summarily cut off by the Soviets in 
1948-49 in an attempt to bring economic chaos and thereby force the Yugoslav 
regime to its knees. 

Since that time there has been a continuation of the same Soviet tactic of 
first offering and then refusing economic help. In the past 18 months there 
has been a new deterioration in Yugoslav and Soviet Union relations. Beginning 
openly in December 1957, this culminated in May 1958, with the suspension of 
a series of Soviet bloc credits to Yugoslavia totaling $464 million. These credits 
consisted of capital equipment, for such projects as fertilizer plants, coal mines, 
power stations, and an aluminum combine, as well as gold and hard currency, 
consumer goods, and raw materials. 

Since fiscal year 1951, U.S. economic and technical assistance to Yugoslavia, 
including Public Law 480, has averaged about $90 million per year. This assist- 
ance has prevented Yugoslavia’s economy from foundering, filled a severe 
balance-of-payments gap, and permitted a level of investment sufficient to build 
an economy capable of existing without undue economic dependence on the 
Soviet bloc. The economy has been substantially strengthened averaging a 10- 
percent annual increase in gross output between 1948 and 1958. The balance- 
of-payments deficit remains large, however. 

In recent years the composition of U.S. programs has been changing from 
mutual security financing to include greater emphasis on agricultural commodi- 
ties through Public Law 480 and, more recently, development projects under 
DLF. Special assistance, as a percentage of the total program, has been 
reduced to the minimum required for certain special commodity imports, such 
as U.S. coking coal, and to support an expanded technical cooperation program. 

Even though Yugoslavia has continued to be Communist, major shifts in 
economic policy have occurred during the period of U.S. assistance. Decollecti- 
yization of farms, termination of forced deliveries, decentralization of economic 
activity, and increasing dependence upon fiscal and monetary controls as con- 








306 MUTUAL SECURITY ACT OF 1959 


trasted with direct Government intervention, have taken place. Economie and 
political ties with Western Europe, particularly, have been improved through 
Yugoslavia’s observer status in OEEC and by full participation in the European 
Productivity Agency. 

The U.S. programs, especially technical cooperation, have introduced more 
modern ideas and techniques. Under the technical cooperation program, over 
1,500 Yugoslav participants have observed technical practices Or undergone 
training in the United States. An example will serve to demonstrate the way 
ideas and methods can be shared through technical cooperation and related 
programs. A technical inquiry service has been established through which the 
management of Yugoslav industry are able to learn about U.S. industrial and 
technical ideas and methods. This provides a weekly distribution of translated 
technical texts while other information is distributed both regularly and on 
request. Many industrialists have come to look to this service to a surprising 
extent. This service is now being provided to over 1,800 and is still increasing, 

Without economic assistance from the West the Yugoslav people would have 
suffered severe economic distress. The country’s resistance to Soviet domina- 
tion would have weakened, with consequent dangers to the West, including that 
of direct Soviet land access to a position overlooking the north Italian plain, 
Economic help has provided the internal strength on which the Yugoslavs can 
base their independence, and on which they can maintain it, unmoved, either 
by Soviet enticement or threat. 


Berlin 

The contrast between the hungry, dark and blockaded city of 1949 and the 
West Berlin of today is one of the most striking examples of successful achieve- 
ment in our economic programs. Berlin now serves as a bright “show window 
of freedom.” Since 1949, the number of unemployed has dropped from 300,000 
to below 80,000 despite a continuing influx of refugees. Per capita industrial 
production has risen about 31%4 times from 40 percent of prewar in 1950—a 
year after the blockade was over—to 141 percent of prewar in 1958. Gross out- 
put rose from about $900 million in 1950 to about $2.4 billion in 1958. 

In recent years, as the Federal Republic of Germany has regained its economic 
strength, the greatest part of the burden of economic assistance for West Berlin 
has, of course, properly been financed from the Federal Republic which provides 
support of over $300 million per year. The amount of U.S. economic assistance 
has markedly declined. The U.S. contribution under the mutual security pro- 
gram remains important, however, as a concrete expression of American con- 
cern for the free citizens of Berlin. Projects financed with these funds provide 
tangible demonstration of U.S. support. Such demonstrations are important 
to the maintenance of the morale of West Berlin citizens and help the city 
serve as an example to the Eastern European people of Western accomplish- 
ments in a free society. 

Examples of activities helped by the U.S. contribution include the construc- 
tion of 413 medium-cost houses, primarily to house refugees. These houses, 
imported in sections from Finland, cost the United States $1.3 million in 
German-owned counterpart funds for the project. Construction has also begun 
on a “student village” which, when completed, will provide housing for 650 
men and women of the Free University. Another project now coming off the 
drawing boards is the construction of the Free University medical center which 
will provide up-to-date medical teaching and clinical facilities. The estimated 
cost, of which the United States will pay a portion, is $14 million in deutsche- 
mark equivalent. 


Multilateral programs 

The United States is also participating on a partnership basis in three 
European regional programs. 

The oldest of these is the OEEC’s European Productivity Agency (EPA), 
organized in 1953 to coordinate and carry forward the technical exchange 
activities initiated under the Marshall plan. 

Programs undertaken by the EPA have included a wide range of projects to 
improve European productivity and management of its economic resources. 
Among them are projects designed to eliminate restrictive business practices. 
This work is now well established and has gained recognition both in Western 
Europe and in the United States. The EPA has established an important 
documentation service concerning legislative and judicial source materials in 
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this field and has sponsored periodic meetings of specialists from various coun- 
tries with an interest in eliminating restrictive business practices. Although 
it is difficult to assess the effectiveness of such programs, the importance of the 
prevention of restrictive business practices is becoming more widely recog- 
nized in national legislation in such formal agreements as the European Eco- 
nomic Community Treaty, which contains anticartel provisions. 

Another example of EPA’s influence is the growth of European interest in 
modern management methods. Ten years ago there was virtually no business 
management education available on the Continent. Between 1948 and 1958, 
graduates of management institutions in France, for example, have increased 
more than tenfold and, in most other OEKEC countries, there has been a sig- 
nificant increase in students as well as in the number of institutions giving 
management training. 

EPA support has strengthened the trade union movement and helped it adapt 
to modern conditions. It has recently undertaken studies on the implications 
of the Common Market for trade union policy. 

EPA is expanding its assistance to less-developed areas to provide European 
training facilities for ICA-financed participants from southeast Asia and 
Africa. EPA’s demonstration project on development techniques, in Sardinia, 
has so impressed the Italian authorities that the latter are initiating similar 
projects of their own. A team of Greek, Turkish and Yugoslav officials has 
studied the project with a view toward establishing further demonstration 
centers elsewhere in southern Europe. 

Another important multilateral program is the OEEC scientific and technical 
personnel program, which began in fiscal year 1958. Its main objective is to in- 
crease the supply of scientific and technical personnel, largely through improving 
education in science and mathematics, especially at the secondary school level. 
The total cost of this program (approximately $1 million for fiscal year 1958) 
has been shared equally between the United States and the OEEC countries. 

The NATO science program has a somewhat different emphasis, but also aims 
at overcoming the present scientific shortfalls and at furthering scientific cooper- 
ation among NATO countries. Initiated in the current fiscal year, the program 
stimulates the exchange, between NATO countries, of postgraduate and post- 
doctoral students of pure and applied science. It also provides for short-term 
meetings of advanced scientists to study specific problems of concern to the 
alliance and is planning a series of cooperative scientific research projects. 


Proposed fiscal year 1960 programs 


As in recent years, the economic assistance program proposed for Europe in 
fiscal year 1960 is directed at a few special situations related to strategic U.S. 
interests. The $64.4 million proposal is 17 percent below the $76.6 million esti- 
mated program for fiscal year 1959 and 40 percent below the program in fiscal 
year 1958. It represents a minimum proposal to meet these interests and takes 
fully into account the prospective operations of the Development Loan Fund, the 
provision of surplus agricultural commodities under Public Law 480, and the 
availability of foreign currencies. The table on page 7 of the “European Regional 
Book” details the proposals for the European area. 

The program for Spain for fiscal year 1960 is the largest economic program 
proposed for Europe. The amount proposed, plus the surplus agricultural com- 
modities supplied under Public Law 480 and capital assistance from U.S. and 
international institutions, is necessary to strengthen Spain’s economy so that it 
can contribute to the common defense. Continuing inflation and increased 
imports have virtually exhausted Spain’s foreign exchange reserves and serious 
problems would arise without U.S. help. 

Anti-inflationary actions undertaken by the Spanish Government since 1957 
have not been enough to halt the inflationary trend and more extensive changes in 
fiscal and financial policies will have to be made. Spain has recently been in 
active communication with the OEEC and with the International Monetary Fund. 
The express purpose of such consultations has been to draw on the advice of these 
two experienced international organizations in the formation of an active eco- 
nomic reform program, including trade liberalization and inflation control. The 
defense support for fiscal year 1960 will help the Spanish Government in taking 
such a program and in cushioning the effects it is bound to have on the Spanish 
economy. 

In addition to the defense support program, technical cooperation of $1.2 mil- 
lion is proposed to continue to narrow the gap between present Spanish industrial 
and agricultural practices and those of more advanced countries. 
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The fiscal year 1960 program for Yugoslavia proposes a continuation of the 
special assistance and technical cooperation programs along the lines of recent 
years, including the financing of imports of such commodities and raw materials 
as U.S. coking coal, as well as vital industrial and agricultural machinery and 
equipment. Some essential capital needs of Yugoslavia, among them projects 
canceled by the Soviet Union, are being met through the Development Loan Fund. 
The proposed special assistance program for fiscal year 1960 takes account of 
this as well as of the U.S. agricultural products expected through Public Law 
480 sales. Despite improvements which have taken place, Yugoslavia is essen- 
tially an overpopulated, economically underveloped country with one of the 
lowest living standards in Europe. It will continue to need assistance from 
abroad if it is to maintain its independent posture. The combination of the 
various U.S. programs will, I believe, serve to accomplish this. 

We also propose continued support for Berlin approximately as in last year’s 
program. I do not think I need to underline the statements previously advanced 
regarding the importance of this for morale purposes and as a demonstration of 
our free system. As in previous years, we expect that the dollar funds will be 
used for a section 402 sale to the Federal Republic to produce deutschemarks, thus 
achieving a multiple purpose. 

For the multilateral programs a small increase is proposed in fiscal year 1960, 
because of the expansion of contributions to the new scientific programs under- 
taken in the past 2 years. The program for the European Productivity Agency 
remains at the same level. 

Among future activities programed under the OEKC scientific and technical 
manpower program are the establishment of specialized training centers, the 
preparation of science films and textbooks and several projects for improving 
basic education in the less developed OEEC countries. 

The NATO science program is to be expanded in its second year in part to pro- 
mote greater efforts in cooperative research. In both the NATO and OEEC 
programs the proposed U.S. contribution, while increasing, will be less per- 
centagewise than in the present fiscal year, due to increased European con- 
tributions. 


Conclusion 

The mutual security proposal for Europe in 1960 represents a carefully con- 
sidered selection of programs which are vital to U.S. interests. In Spain, 
internal economic stability would contribute to this continuing successful opera- 
tion of our important complex of bases; in Yugoslavia, that country’s inde- 


pendent stand before Soviet threats is based upon the existence of an alternative 
to Soviet trade and aid; in Berlin, U.S. support serves as a constant reminder 


that we are dedicated to the preservation of liberty in the center of Europe; and 
in the multilateral programs, we promote the cohesiveness of the North Atlantic 


Community by participating in activities designed to develop and share the 
benefits of advanced knowledge to all the free world. 

I would welcome any questions which you may have about the program, 

The CuHarrman. Well, thank you very much. 

The committee will stand in recess until tomorrow morning at 10 
o'clock, when we will meet in the New Senate Office Building, to hear 
Governor Harriman and Assistant Secretary of State Francis O. 
Wilcox. 

(Whereupon, at 12:35 p.m., the committee adjourned, to reconvene 
at 10 a.m., Friday, May 8, 1959.) 
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FRIDAY, MAY 8, 1959 


U.S. SENATE, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:10 a.m., in room 
4221, New Senate Oflice Building, Senator J. W. Fulbright (chair- 
man) presiding. 

Present: Senators Fulbright, Green, Humphrey, Mansfield, Morse, 
Lausche, Aiken, and Carlson. 

The CuatrMan. The committee will come to order. 

This morning the committee is receiving testimony of former Gov- 
ernor Averell Harriman, who is also, as everyone knows, a former 
Secretary of Commerce and Ambassador to Russia. He has had a 
very distinguished Government career. 

After being Ambassador to the Soviet Union, he was also adminis- 
trator in charge of the Marshall plan. He appears before us this 
morning as a private citizen, but as a citizen with a special depth of 
experience in the administration of these assistance programs. 

Boremor Harriman will be followed by Mr. Francis O. Wilcox, 
Assistant Secretary of State for International Organization Affairs. 
Mr. Wilcox will testify in support of those portions of the pending 
legislation which involve multilateral cooperation. 

Governor, we are delighted to have you here, and we will be very 
pleased to hear what you have to say to us. 

Senator Cartson. Mr. Chairman, would you permit a member of 
the minority to state that he is also pleased to have the Governor here. 
It was my privilege to be on a forum on international trade at Colgate 
University with Governor Harriman some years ago and we had a 
most enjoyable evening. 

The CHarrmMan. The committee is pleased to hear such a statement 
from a prominent Republican ex-Governor. 

Senator Lauscue. Mr. Chairman, may I also, as a former Gov- 
ernor, express pleasure in the fact that Governor Harriman is here. 
The deep sympathy that exists among the former Governors should be 
noted. 

Senator Arken. Mr. Chairman, I understand the witness this 
morning is a good skier and likes to ski, and now he need have no 
compunction about coming to Vermont to ski. He won’t feel obliged 
to go to the Adirondacks. 

am glad, too, to have you here this morning. 
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STATEMENT OF W. AVERELL HARRIMAN, FORMER GOVERNOR OF 
THE STATE OF NEW YORK 


Mr. Harrman. Mr. Chairman, may I say that I appreciate the 
kind expressions of the distinguished Senators here. You are quite 
right. I couldn’t come to Vermont to ski while I was Governor. | 
had intended to go this winter to Vermont, where my children went, 
but I will be there next year. 

Senator Lausche, you are very kind to put yourself in my category, 
But you enjoyed a higher grace. You went to higher responsibilities 
in the Senate, whereas in New York the voters dispensed with my 
services. 

And may I lastly say to Senator Carlson that we were booked at 
Colgate to have a debate, but I found, and I think others found, that 
we were talking very much in agreement. 

Senator Cartson. That is correct. 

Mr. Harriman. And we had a great deal of difficulty showing 
much difference in our approach. 

Mr. Chairman, I want to express my appreciation to you and your 
colleagues for permitting me to appear before you. This is like old 
times to me, particularly to see Senator Green here, and those of you 
before whom I have testified over the years. 

This committee has been responsible for splendid legislation which 
I think has affected the course of history, and I am sure that the 
committee is going to continue that very great record which has meant 
so much to the security and welfare of the people of our country and 
the world. 

With that brief introduction, I would like to explain that I have in 
in mind, if you agree, making a relatively short statement, and then 
attempting to answer questions that may occur to you. 

I had thought it might be of some use for me to speak to you be- 


cause of my recent visit to India. I spent a month in India, in Febru- 


ary and early March, and then a few days in Pakistan. 


VISIT TO INDIA 


I went to India because it is the most populous of the underdevel- 
oped countries. It is in a sense the keystone of an arch of under- 
developed countries in southeast Asia, the Middle East, and Africa, 
and what happens to India will have a vital effect on the rest of those 
countries. 

I was in India in 1946, and, as a Mutual Security Director, I, of 
course, followed India’s development program. I cannot testify on 
the details of the program, but I do want to say something about my 
general impressions. 

I saw a good many members of the Central Government, as the 
Federal Government is called, and I visited a number of the 14 
states and saw the state officials, including the state of Kerala, which 
has fallen under a Communist government. 

I visited industries, both large and small, a number of villages, and 
talked to intellectuals, university professors, businessmen, and labor 
leaders. 

I feel that I got at least an impression of that enormous country. 
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INDIA’S NONALINEMENT FOREIGN POLICY AND DEDICATION TO FREEDOM 


In the first place, I want to say that India is not neutral. India 
pursues a nonalinement foreign policy, but she is not neutral on 
those things which are basic to our own Constitution and the prin- 
ciples on which our Nation was founded. 

The members of the Indian Government, the ministers of the state 

vernments, and all others that I talked to—I will exclude from 
this, once and for all so I won’t have to repeat it, the Kerala ministers— 
were all dedicated to the principle that India shall remain free. They 
all worked and suffered to free India from the British, and they don’t 
intend to have the Russians or the Chinese come in and interfere 
with their India. 

In addition, they are dedicated to the principle of individual free- 
dom, personal freedoms, and individual dignity. In those respects 
they are somewhat different in their traditions than the Chinese. 

From the Prime Minister and all of his associates I got the same 
impression, that they are alined with us in defending those principles 
which we believe in, and there is no neutrality on those subjects at all. 

The Prime Minister has spoken out continually on these questions. 
He has pointed to the fact that communism suppresses individual 
freedoms, is associated with violence, and he has even called the Com- 
munist nation an army camp. He does attempt to see the best that he 
can in his neighboring countries, and we have to face the fact that there 
are some Indians who believe they can get better technical assistance 
from the Russians. They see that the Russians have done things which 
the Indians now must do, for example, take an illiterate people and 
teach them. They consider the educational system of the Russians not 
in terms of what they teach but in terms of their educational methods 
and they regard the Russians’ method of developing teachers as a 
great achievement. ‘They also admire the Russians’ medical program 
and the fact that they have been able so rapidly to industrialize. And 
these are all things which the Indians now have before them to do. 

Now, they think they can learn from the Russians. Whether or not 
we agree with this, it is a fact. They think that in some cases recent 
Soviet experience in dealing with these problems gives them some 
technical knowledge which Indians want to get for India. 

Mr. Harriman. In no sense, however, do they want the Russians 
to have anything to do with their political system—they have violently 
disagreed with the Russians on this. 


INDIA’S OBJECTIVE : ECONOMIC INDEPENDENCE 


Mr. Nehru particularly, the Prime Minister, made it plain that he 
had spent 13 years in British prisons in order to attain political in- 
dependence, and now his ambition is to achieve economic independ- 
ence. 

By that he means that India must be freed from the necessity of 
asking for special outside economic assistance. He believes that by 
the end of the third 5-year plan in 1965 this can be achieved, pro- 
viding India has in the meantime received enough outside assistance. 
He pointed out that if India gets inadequate assistance during this 
period, she will remain on the dole. 
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India’s rate of population growth is not quite as great as our own, 
but given the size of her population, it is growing enormously, and 
India will be treading water unless she can achieve rapid economic 
development. This she cannot do unless she receives enough outside 
assistance. 

INDIA’S INVESTMENT NEEDS 


Now, the third 5-year plan is now in the making and its magnitude 
has not yet been settled, but the preliminary thinking indicates the 
need for an investment of about $20 billion, and that they will be 
able to finance three-quarters of that out of their own resources. They 
will need something like $1 billion a year from the outside. : 

Now, that doesn’t mean just from the United States; it means from 
all sources, that is, from the World Bank, from the British, from the 
Germans, from the Colombo countries, and from other countries, 
Even Norway will help them with their fisheries. But if the plan 
is to succeed it will require, of course, a very substantial participation 
on the part of the United States. 

I think Mr. Nehru is right—that it would be wise for countries 
interested in seeing India achieve economic independence and im- 
prove the standard of living of her people through democratic means, 
to recognize that an adequate amount of finance is necessary. 


INDIA’S PRESENT PROGRESS IN ACHIEVING ECONOMIC GOALS 


Every businessman knows that the surest way to go broke is to 
have too little capital. India may not go broke but she will not 
achieve what must be achieved, and that is improvement of her stand- 
ard of living. 

Unfortunately, the example of China’s increase in production is 
before the re i of India, and it may have an unfavorable effect un- 
less the Titian people see some improvement in their own economic 
status. It is, as you well know, very hard to squeeze savings out of 
people whose average income is about $56 a year. That is a bare 15 
cents a day on the average. But with capital investment, and by put- 
ting to work a vast number of people who are either unemployed or 
partially unemployed, India’s leaders believe the agricultural program 
they have projected is achievable. It may take a little longer than 
they expect, but the agricultural experts believe that the goal of 110 
million tons of grain a year—that is, a combination of wheat and rice— 
can be achieved. Their present production is about 70 million. They 
believe the goal of 110 million tons is necessary and can be achieved by 
improved agricultural methods, increased use of fertilizers, which 
requires investment in fertilizer plants, more irrigation, which requires 
more irrigation projects large and small, improved seed, better plow- 
ing. All of these require moving ahead with the community develop- 
ment program which is designed to help change the social and economic 
life of the villages. 

I was impressed with what was going on in India. 

I must say I couldn’t help thinking back to the Marshall plan days. 
If, in 1947, this committee and others who considered the problem of 
European recovery had simply added up the difficulties, no one would 
have had the temerity to embark upon the Marshall plan. But there 


was vision enough to see what might happen, and the Marshall plan 
succeeded beyond anyone’s expectations. 
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To some extent the same thing is true in India today. If you add 
up the difficulties you can have a very discouraging picture. On the 
other hand, things are moving in India. You see steel mills which are 
about to be completed, powerplants that are about to be completed, 
other manufacturing plants, and irrigation projects underway. In 
the early days of the Marshall plan the statistics didn’t reflect for some 
time the effects of the investments that were being made. The same is 
true in India. It will take 4 or 5 years before you see the benefits of 
the investments that have already been made. 

In the villages you see brick houses being built for the first time. 
This indicates that the men who are building those houses have some 
sense of security either because they have been given land or are assured 
tenure of the land. 

In the same way you see manufacturing plants being built. You 
see now industry, power developments, irrigation. You see flood con- 
trol projects, much along the lines of those in our Tennessee Valley. 
And so it goes everywhere. 

But above all else you find an enthusiasm and determination among 
the members of the central government and the state governments. It 
is hard to get anyone to admit the possibility of failure. They say, 
“We can’t fail.” 

I don’t believe we have any alternative to helping them, as the 
future of India, the success of democracy in India, will have a vital 
result on our own future. 


DEFICIENCIES IN PRESENT MUTUAL SECURITY BILL 


The mutual security bill before you is deficient in some respects 
and does not measure up to the critical situation we face in the world 
today. 

In my opinion, it is deficient in three respects. It would perpetuate 
a wasteful year-by-year method of dealing with the long-range invest- 
ment needs of the underdeveloped countries. It does not provide 
adequate investment capital urgently needed for the Development 
Loan Fund. And it fails to open the way to meeting these needs 
through an international program which would enlist the capital and 
cooperation of other industrial countries. 


SUPPORT OF PROPOSED AMENDMENTS 


Now, I want to commend you, Mr. Chairman, and Senator Hum- 
phrey and Senator Kennedy who have associated themselves with the 
amendments which you have proposed. These amendments will cor- 
rect the first two deficiencies which I see in the bill. I earnestly hope 
that favorable action will be taken on these amendments which would 
assure a 5-year program and double the amount of money to be made 
available to the Development Loan Fund. 


PROPOSED ESTABLISHMENT OF AN INTERNATIONAL FUND 


However, I do think that consideration should be given—obviously 
it is too late to accomplish it this year—but some consideration should 
be given this year to the establishment in the future of an international 
fund, developed perhaps in conjunction with the World Bank, which 
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would undertake to do the same sorts of things that our Development 
Loan Fund does. I think on a cooperative basis we can get better 
results, and that we ourselves will get greater credit for taking the 
leadership. I have in mind something along the lines of the Inter- 
national Development Association which Senator Monroney has sug- 
gested, which might gradually take over the task of providing for some 
of the investment needs of the underdeveloped countries. 

That in no sense means that we should not go ahead with our own 
Development Loan Fund. We shall always need it to supplement 
other programs and accomplish those things which we think need to be 
done which could not otherwise be done. And certainly, I don’t think 
there should be any delay in carrying forward the amendments, Mr. 
Chairman, that you have suggested. 

It is fair to say that the Marshall plan succeeded, largely for two 
reasons : 

One, that it was internationally cooperative in its form; and sec- 
ondly, that it was extended over a period of years. Without those 
two features, I doubt very much whether the Marshall plan could 
have achieved anything like the results which it did achieve. It 
created a new dynamism in Europe, and as you well know, it perma- 
nently set Europe in the direction of economic expansion which is so 
vital to our own security and the economic welfare of the peoples 
involved. 


IMPORTANCE OF NATO 


I might point out here the importance that I attach to NATO. 

Mr. Khrushchev is boasting now about the fact that he can catch up 
with the industrial countries of the West after a certain number of 
years. He is obviously trying to trade on the strength that he thinks 
he will have 10 years from now. 

I want to point out, if I may, the relative economic production of the 
Soviet Union and our NATO countries. 

Our own gross national product in the United States, according to 

reliminary figures, was in 1958 $438 billion, whereas in the Soviet 

nion it was $186 billion. That is only 42 percent of ours. But 
then look at the North Atlantic Community as a whole: Western 
Europe and Canada had a gross national product of $307 billion, which 
in itself is substantially greater than the Soviet Union. And if we 
combine the entire North Atlantic Community, we have a total of $745 
billion, four times that of the Soviet Union. Even the most ambitious 
dreams of Mr. Khrushchev can’t approach that figure. 

You see, then, that NATO is of great importance to us. Mr. Liv- 
ingston Merchant testified to that effect, and I would like to support 
him. I think Western Germany is vital to NATO, and I hope nothing 
is done to lop Germany off from NATO. 

The community of Europe is developing as we hoped it would dur- 
ing the early days of the Marshall plan, breaking down economic bar- 
riers, building common markets, and growing in unity and strength. 
Without Western Germany there wouldn’t be the same vitality or the 
strength either from the standpoint of security or from the stand- 
point of economic development. I would view with great concern 
any weakening of the North Atlantic Community or the North At- 
lantic Treaty Organization, or any lopping off of Western Germany 
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which would make it neutral or tend to reduce its participation in 
Western Europe. 

The rapprochement which is developing between France and West 
Germany is of great importance to all of us, so that I would want to 
support the Mutual Security Program on the military side, as it relates 
to NATO. Iam not sufficiently familiar with the eastern countries 
to testify as to their requirements. 


INDIAN-PAKISTANI RELATIONS 


I am concerned over the arms race which we have helped stimulate 
as a result of our military aid to Pakistan. I don’t suggest we reduce 
military assistance to Pakistan this year, but I do suggest we attempt 
to use our influence to bring those two countries together rather than 
to have our policies tend to increase the tension which exists between 
them. Both countries are of great importance to us. 

We have a chance this year to help bring about a rapprochement 
by supporting the river waters development program, proposed by 
the World Bank and under negotiation for 6 or 7 years. There is a 
tendency and a desire on the part of both the Indian Government and 
the Pakistani Government to bring these negotiations to a conclusion, 
and I would hope that our policy would be directed toward helping 
them come to an agreement. <A solution of that river waters ques- 
tion would goa long way toward relieving tensions. 

As you know, the Pakistanis are fearful that the Indian Govern- 
ment will shut off the waters which they now are using to irrigate the 
West Punjab, and the Pakistanis want additional waters. 

On the other hand, the Indian Government feels India is entitled 
to its share of these waters, and that it has a right to take waters 
from the rivers to the south. As you undoubtedly know, it is pro- 
posed to join the six tributaries to the Hindus by canals and thus in- 
crease to the fullest the benefits of the waters which come from the 
Himalayan Mountains. 


NEED FOR REVIEW OF MILITARY POLICIES TOWARD PAKISTAN 


I think it is of very great importance that we review our military 
policies toward some of the eastern countries and Pakistan, and use 
our influence to get the Pakistanis and the Indians to work together 
militarily rather than to use their military strength as protection 
against each other, which seems to be the case today. 

I am not suggesting, however, any change in our military arrange- 
ments with Pakistan this year. The Pakistanis have just signed a 
bilateral security pact with us, and we must not break faith with 
them. I am speaking about the future. Certainly Pakistan needs 
economic development. It has not gone ahead as rapidly as India,. 
and her needs are very great. Thank you, Mr. Chairman. 

The CuHatrman. Thank you, Governor Harriman. That is a very 
interesting statement. 

Without objection, I will follow the same procedure today as we 
did yesterday in order to move the hearing along so that each of us 
has an opportunity to interrogate the witness, | 
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CONFIDENCE IN SUCCESS OF INDIA’S DEVELOPMENT PROGRAM 


Is it fair, Governor, to say that you are quite optimistic about the 
success of the Indian recovery or development program, provided 
they can find approximately a billion dollars of outside assistance? 

Mr. Harriman. A billion dollars a year from all sources. 

The Cuarrman. All sources, yes. 

Mr. Harriman. And fora long enough term so that they don’t have 
to face repayment too soon. 

The CuarrmaNn. That is right. But you feel that they are moving 
in the right direction ? 

Mr. Harriman. I think optimistic is a little bit the wrong word. 
I think we have every right to have confidence in the determination 
of the people and the Government to do this job, that it is a good and 
sound investment, and that we should support them. 

The Cuarrman. Do you feel their Government is adequate to the 
responsibilities ? 

Mr. Harrmman. Yes. I was very much impressed not only with Mr. 
Nehru’s grasp of economic problems, but also with the different Min- 
isters that I saw. And then, of course, they have inherited from the 
British a competent civil service, which puts them substantially ahead 
of many of the other underdeveloped countries in terms of capable 
administrators. 

They also have the advantage of a good railroad system, which is 
being expanded, and good ports, and there are other things which 
they have inherited from the British. 

They have got a sound court system, and a system of justice which 
works well. And they can concentrate more on the development 
program. 

INTERNAL PROBLEMS IN INDIA 


The Cuarrman. What would you say is the most critical internal 
problem of India which needs to be solved, aside from increasing the 
income per capita. What outside of that? 

Mr. Harrran. What is the problem—aside from capital? 

The CHatrman. Yes; aside from capital, what internal problem 
would you say is the most critical in India ? 

Mr. Harrman. Well, of course, raising the standard of living of the 
people. The increase in the food production is essential. 

The reorganization of the social life of the villages is perhaps the 
most critical. Eighty percent of the people live in villages. There are 
some 550,000 of them, and they have this village development program. 
The villages are very backward, and this village development program, 
as you undoubtedly know, hopes to bring to them new conceptions of 
schools, health, and improved transportation. Many of these villages 
haven’t any access roads to the main roads. 

Then, the villages need a new system of finance. At present the 
village moneylender normally extracts fantastic rates of interest. The 
Indians are attempting to develop cooperatives which will give the 
farmer the credit which he needs, as all farmers do, to produce his 
crops. And then they need an improved system for distributing their 
wheat. Now, unfortunately, the farmer frequently has to sell his 
crop at once at a low price, whereas later on in the year the price of 
wheat or rice goes up. Improvements of these kinds are part of the 
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village program. Change in village life is perhaps one of the most 
critical of India’s problems. 

There is one aspect of Indian life which is interesting, and it is that 
there are substantial numbers of educated unemployed. They are 

aduating more students than they can absorb, and it is among these 
rustrated educated young people that you get some of the Communist 
subversion. It is rather interesting that Kerala, which has less il- 
literacy than any other state, is the one that came under Communist 
influence. 

The technical skills of engineers and scientists and others are in 
great demand, but more people are being graduated with a general 
liberal arts education than can now be absorbed. This is a subject 
that Indian leaders are very much alive to, and one in which I think 
we can give a helping hand. Perhaps we can help them readjust their 
educational system so that it conforms more to the needs of their 
national life. 

The trouble is that when a man or woman gets an education, he 
doesn’t want to go back to the village, where the life is pretty rugged. 
Perhaps improving the villages will tend to improve this situation. 

I think we have 





STABILITY OF COMMUNIST ORGANIZATION IN INDIA 


The Cuairman. Did you visit Kerala? 

Mr. Harriman. I visited Kerala; yes. 

The Cuarrman. Would you care to give an estimate of the stability 
of that Communist regime? Is it establishing itself within Kerala? 

Mr. Harriman. It is not doing a great deal. It can’t do very much, 
and there are some pros and cons of their victory. About 35 percent 
of the people voted for the Communists. They got a two-seat majority 
in the state assembly, because of the division between the other three 
democratic parties. 

The CuairMan. It isa minority, then ? 

Mr. Harriman. It is a minority government, but it has a two-seat 
majority. 

The Cuatrman. I see. 

Mr. Harriman. Now, on the plus side, people are disillusioned over 
the fact that the Communists are not able to deliver. They have 
always promised so much, and suddenly the people find that their 
ministers are not able to do the things they promised to do—raise 
wages and increase the farmers’ income, and deal with the food prob- 
lem, and so forth. 

It is interesting that the student movements in the colleges were led 
by Communists prior to the time the Communist government came in, 
and since that time the student leaders of the new generation are non- 
Communists. That isan interesting reaction. 

I talked to the Chief Minister, and I went to Communist Party head- 
quarters and saw as many of the Communist leaders as I could. They 
are using their positions to further the political organization of the 
Communists. They are giving preference to the Communist labor 
unions, and it is alleged they are diverting funds, through Government 
channels, into the Communist Party. 

They organize labor cooperatives which receive Government jobs 
and Government contracts, and it is alleged that they are diverting 
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these funds for this purpose. Everyone seemed to agree that if an 
election was tomorrow, the Communists would be thrown out. What 
would be the situation 3 years from now it is hard to predict. But the 
three democratic non-Communist parties are determined to work to- 
gether in the next election, and they feel confident they can throw 
them out. Whether they will or not 1s too early to predict. 

You know the Communists are better organizers, they are better 
skilled in organizing, and they have the money. There ; isa shortage 
of funds for the non-Communist labor unions, and also a shortage 
of funds among the non-Communist parties. That is an unfortunate 
situation which the Communists might be able to exploit. 

The Cuamrman. Well, my time isup. I will return to that question 
later. 

Senator Green, you are recognized for 7 minutes. 


PRESENT DIFFERENCES BETWEEN INDIA AND PAKISTAN 


Senator Green. Thank you. 

How would you describe the present differences between India and 
Pakistan ? 

Mr. Harriman. Well, of course, Kashmir is the principal difficulty. 
The division of river waters is another. Exact boundaries have not 
been determined, and there is shooting across the lines .in both east 
and west Pakistan where forces are dug in on both sides. I was sur- 
prised to find there was considerable military activity. 

It is interesting to me that at every press conference in India, the 
first question asked me was, “Why do you give military aid to Pakis- 
tan? Don’t you know the only reason why they want it is to use it 
against us?” 

1 said, “You ought to have confidence in President Eisenhower, 
who has assured your Prime Minister that we will not permit those 
arms to be used in that way. Kisenhower is a man of his word and 
will carry out his word.” 

They said, “No, we can’t trust in that. Attacks will come.” The 
Indians have, therefore, increased their military expenditures. They 
have bought "modern planes and modern tanks and modern equip- 
ment from E urope. And they say these expenditures amount to more 
than our entire nonmilitary aid. 

As soon as I went to Pakistan, I found that it was exactly the 
reverse. I met with some of the ‘educators, and one who was very 
frank said, “Don’t you appreciate that the only reason that we want 
that aid is to protect ourselves against India? The big fight between 
- and the Soviet Union—we are apart from that. We need this mili- 

tary equipment to protect us against Indian aggression. Don’t you 
know that the Indians are determined to blot us out?” 

And then he said, “You should not give economic assistance to the 
Indians, because they are using it indirectly to buy this military 
equipment. They wouldn’t be able to do it otherwise.” 

And I said, “Well, we can’t give any aid with any strings attached.” 

He said, “When you are dealing with India, you should not have 
strings attached, you should have a rope.” 

That is the general attitude between those two countries, and there 
is no doubt we have contributed to that tension. 
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As regards Kashmir, I am not very optimistic about finding a 
settlement. I talked to General Ayub, who is the new President, or 
the dictator, and although he is much more disposed toward coopera- 
tion with India and settling their differences, he is determined not 
to give in to India on Kashmir just as Mr. Nehru is determined not 
to give in to the Pakistani point of view. 

I believe both sides believe if they can settle their river waters 
problem, then perhaps they can put Kashmir on ice for awhile and 
goon. It would go a long ways toward getting rid of their most 
troublesome difficulty. But I don’t want to minimize the differences, 
because they are based upon religion, and upon the great hardships 
that came to both Hindus and Moslems who were forced out of or 
fled from their homes during the partition. Everyone blames the 
other for these persecutions and the hardships, and it will be a long 
time before the Indian and Pakistani Governments get closer together. 

The people, however, I think, would have an easier time. I found 
brothers, some of whom were serving in the Indian Foreign Office 
and others in the Pakistani Foreign Office. Among many there is 
still the same relationship which existed when India was under the 
control of the British. 


UNITED STATES SHOULD SUPPPORT RIVER WATERS PROGRAM 


Senator Green. What, in effect, is it our Government could do or 
should do that it isn’t doing ? 

Mr. Harriman. I think we should support Mr. Black on his river 
waters program this year. Our ambassadors and our economic people 
in both countries should support the program which he has put for- 
ward. The Indians and Pakistanis haven’t been able to come to an 
agreement so far. But they are not too far apart. The program re- 
quires cooperation, with some of the money being put up by the World 
Bank, some of it by the Indian and Pakistani Governments, and some 
of it will have to come from outside sources. There is a schedule which 
Mr. Black has worked out which he is going to present to both Govern- 
ments. If we can support this compromise, we perhaps can get an 
agreement this year. And if we do, it will tend very definitely to re- 
lieve the tensions. 

I am sure you are familiar, Senator, with that program. I won’t 
describe it. But it is to build canals connecting these six rivers which 
will let India take the upper waters of three southern rivers, and then 
bring the waters from the three northern rivers down to the southern 
rivers, which will permit the areas of West Punjab to be irrigated as 
they are now, and to expand the irrigation if the Pakistanis wish 
to do so. 

Senator Green. Is there anything that you would suggest our Gov- 
ernment might do that it is not doing? 


REVIEW OF MILITARY AID PROGRAM 


Mr. Harriman. Well, I would review this military aid program, but 
I wouldn’t do it in any way to reduce the commitments that we have 
made. We have been responsible for accelerating this arms race be- 
tween these two countries—two impoverished countries that should be 
using their resources to the maximum extent for economic development 
rather than military expenditures as against each other. 
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I think it is to our interests that both countries have a reasonable 
amount of military strength to protect them from the possible aggres- 
sion from the north, which is becoming somewhat closer to home as a 
result of the tragedies happening in Tibet. 

I am not suggesting that either country disarm, but that we work 
together with them to encourage more cooperation than now exists 
and get rid of the fear that each has of each other. And I think in 
that field we should take a new look at our military policy. 


KASHMIR PROBLEM 


Senator Green. I must stop my own questioning, but there is just 
one final question I would like to ask, and that is whether you are in- 
cluding Kashmir in these general remarks about Pakistan in general. 

Mr. Harrman. I don’t know if there is anything we can do about 
Kashmir. I think it is better to deal with Kashmir through the 
United Nations, and there have been a number of attempts to come to 
a solution on Kashmir and they are at a dead end. 

I have no suggestions as to what we can do about Kashmir. It has 
got to be worked out between them, and I think we should continue 
to encourage activity on the part of the United Nations in trying to 
find a solution of that ver y difficult problem. 


IMPROVING OUR INFORMATION PROGRAM 


I do think that we can do a better job in our Information Service. I 
was very much impressed with the information officers that we have 
throughout India, and their wives, incidentally. They are doing a 
good job, but they need more support, and I think there are several 
aspects of that problem that are very much to our interest to expand. 

I think you will find that in most of the eastern countries our com- 
mercial movies are doing perhaps more harm than good, and we could 
supplement commercial movies by more and better developed docu- 
mentary films. And we also should bring more opinion-forming 
people to this country. Only 20 came last year, the funds being so 
small. I found general agreement that any Indian newspaperman or 
leader of some other kind who comes to our country almost always 
goes home with a better understanding of the United States and exerts 
considerable influence in bringing our two countries together. 

I found that Indian feeling toward us is more cordial today than it 
was a few years ago, and I do not doubt that some of this has been the 
result of these trips to the United States by opinion-forming indi- 
viduals. 

I would urge that the information program be given more support. 

Senator Green. Thank you very much, 


GUARANTEE OF PRIVATE INVESTMENT FOREIGN LOANS 


The Cuarrman. Senator Aiken, have you any questions ? 

Senator Arken. Yes, I have one. 

Governor, I have been a consistent supporter of the Development 
Loan Fund, believing that that has been one of the best, if not the best, 
way to help underdeveloped nations. I also believe that it is much 

hat we are, in the long run, likely to recover 


better than grants, and t 
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a great deal of the amount loaned. I am pretty sure we will do that, 
and it makes the people we deal with feel that we are dealing with 
them more as equals than as charitable people. 

But there is something that has bothered me, in view of the sug- 

tions which have been made lately. We now have a World Bank, 
in which we have doubled the guarantees of loans for that on our part. 
We have the Export-Import Bank. Now, it is recommended that we 

arantee private loans made by private banks to private parties in 
econ countries. We are pretty sure to be asked for a large contri- 
bution, probably several hundred million dollars, to the Inter-Ameri- 
can Banks, That is common gossip, I believe, a common report. And 
there is almost a universal desire in the Western Hemisphere to have 
such a bank set up. 

The question 1s, How far can we go in guaranteeing foreign loans 
at a higher rate of interest than we want to pay for financing our 
own Government here? We have now reached the point where inter- 
est payments on the part of the United States exceed the veterans’ 
costs by about $3 billion, interest payments having gone almost, if not 
quite, to $2 billion beyond the cost of all farm programs put together, 
and the end isn’t in sight. 

And that, coupled with the exodus of gold from the country and 
other symptoms which appear on the horizon, makes me wonder how 
far we can safely go in guaranteeing loans, public and private, in 
foreign countries at a substantially higher rate of interest than we are 
now paying to finance our own Government. 

Mr. Harrman. Well, Senator 

Senator Arken. Have you a solution to that? I think it bothers 
other people besides me who are more familiar with banking proc- 
esses. 

Mr. Harriman. Senator, your question really goes across the full 
gamut of our entire domestic policy as well as our international. 

Senator Arken. The subject does. 

Mr. Harriman. I want first to say that, with all due deference, I 
am not in sympathy with the present farm programs. I think that 
the farmer is not benefiting and is costing the taxpayer, as you well 
know, $5 billion a year. This is possibly an area in which, with 
better farm policy, we can save some money. But this is an area in 
which you are an expert and I am just a politician. 

As far as the interest rate is concerned, I am in hearty disagree- 
ment with the present policy of the administration on its tight money 

licies. I think a good deal could be accomplished in terms of re- 

ucing our interest charges if we had a different financial policy. But 
that question isn’t before this committee. 

I want to say basically that there are certain things we have to do 
in the world for our security, and I think they should come first if 
we are going to fulfill our obligations to the future generations of 
Americans that are coming along. I believe assistance to the under- 
developed countries is one of the cheapest ways to assure our pro- 
tection. 

If you try to save India from going Communist, you may think you 
will have to spend an awful lot of money. We spent an awful lot of 
money in Korea, too. 
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But going specifically to this question of a new agency in the inter- 
national field, anything that that agency did would reduce the amount 
of money we might be required to spend through the Development 
Loan Fund. It would not be an additional expenditure, but a sub- 
stitute for what our own Development Loan Fund does. And I be- 
lieve we can accomplish our purpose better through an international 
agency, if it is well administered, as the World Bank has been, than 
by attempting to do it bilaterally. That is a matter of opinion, but 
I think many people share that view. 

When you speak about private investment, I should have said in 
answer to Senator Fulbright’s question that what India needs from 
outside sources is a total annual investment of a billion dollars a year— 
both public and private—and the more we can encourage private in- 
vestment, the less will be needed in the way of public investment. 

So that whatever we do in the way of stimulating private invest- 
ment will tend to reduce the need for public investment. 

Senator Arken. Thank you, Governor. 


WORLD’S NEED FOR MORE RAPID ECONOMIC GROWTH 


I think that those who are opposed to a higher rate of interest are 
generally opposed to the farm program. 

Mr. Harriman. That is not true, because I believe both in a strong 
farm program and in a strong foreign economic program. I don’t 
think they are in conflict at all. The basic need of ourselves and of 
the world is more rapid economic growth. And I don’t think you can 
have rapid economic growth if you have a tight money policy. 

Capital is needed both at home and around the world for that eco- 
nomic growth, so that cheap interest is in line with my philosophy 
on economic growth. 

Senator Arken. But in view of the fact that guarantees of foreign 
loans at a higher price do have a tendency to force up interest rates 
in this country, wouldn’t it be better to rely more on the Develop- 
ment Loan Fund for the time being than to go all out in guaranteeing 
private loans made—— 

Mr. Harriman. As I understand it, we are only guaranteeing pri- 
vate loans against certain special risks. The more we get private in- 
vestment to go to these countries—and with it goes managerial skills— 
the more we get these countries on a normal basis. I am very much 
in support of what the Government has already done to encourage 
private capital, and the proposals to expand the guarantees to cover 
certain additional risks. 

Senator Arken. Well, the recommendations made recently would 
cover virtually all risk, but my time is up, Mr. Chairman. 

Mr. Harriman. I am sorry, Senator. We may be talking at cross- 
purposes. I am not sure that I understand the type of guarantee that 
you have in mind. 

Senator ArKkeNn. I refer to testimony given before the committee 
last week, and it was derived from the Strauss report, but there isn’t 
time to talk about it. 

The Cuarrman. Senator Mansfield is recognized. 
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INFLUENCE OF TIBET ON RELATIONS BETWEEN INDIA AND PAKISTAN 


Senator Mansrietp. Mr. Chairman, I have just one question. 

I am delighted that you are here, Governor, and giving us your 
views on this most important program. 

My question is this: You have been to India recently, and you have 
had a chance to look at the economic and political situation in that 
country, and I daresay in view of what has happened since, that is, 
the revolt in Tibet and the consequences thereof, that you very likely 
have some views vis-a-vis the relationship between Pakistan and India. 

Do you think that in view of the fact that the Chinese Communists 
have now extended their control—I underline the word “control”—to 
all of ‘Tibet, or most of Tibet, that there is a possibility, because of 
this, of an accommodation being reached between Pakistan and India 
so that personal difficulties can be resolved, and that together they 
may be able to present a more united front to this common threat to 
both countries ? 

Mr. Harriman. General Ayub, who is the President, spoke in those 
terms to me. I saw him before the middle of March, before the 
Tibetan incident. But he was talking of hoping to get on a basis of 
understanding with India where they would have a common subconti- 
nent defense. This was evidently opposed in the Indian Parliament, 
because the Indian Prime Minister, Mr. Nehru, came out against it 
with a very strong statement. He said India was not going to engage 
in any military commitments with any country. 

I am not sure that is the final word. 

Your suggestion is, Senator, and I feel the same way, that we ought 
to pursue it, pursue it quietly, however, not with publicity. Perhaps 
you were here awhile ago when I said, in answer to Senator Green, 
that I thought we ought to use our influence toward getting both 
countries to direct their military effort more toward common defense 
of the subcontinent and less against each other. 

I think it is of vital importance to both of them that they do work 
together, and perhaps they can work together without having a pact. 

There is no doubt that you are correct, sir, that the Tibetan incident 
has had a very deep effect upon the Indian people, and brings home 
to them, I believe, the aggressive and ruthless motivations of the 
Chinese Reds in a manner in which they had never been ready to 
accept: before. 

I think whatever we do in this respect must be done with great tact, 
and done through our ambassadors and our other representatives in 
both countries. 

Senator MansrieLp. Would you say, Governor, that instead of using 
our influence, it would be far better if this were a matter to be decided 
between the Pakistanis and the Indians themselves? After all, they 
are the ones who are now on the firing line. They are the ones who 
will most immediately feel the pressures which will be exerted against 
them from Tibet proper, and through the kingdom of Nepal, and the 
states of Sikkim and Bhutan. 

Mr. Harriman. Yes. 
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GEOGRAPHICAL DANGERS—-COMMUNIST CHINA 


Senator Mansrreip. And it isn’t only a matter of Tibet coming into 
West Pakistan, but it is a matter of the short route to the Indian 
Ocean, which would be between Sikkim and Bhutan down through 
East Pakistan. The Pakistanis face a double danger area, whereas 
the Indians face only one, but have a considerably longer border area 
to protect and defend. 

Mr. Harriman. I spent a few days in Nepal when I was there. It 
was before the Tibetan incident, but I was very much impressed, as is 
anyone who goes there, with the importance of Nepal. The Hima- 
layan Mountains, the high Himalayan Mountains, lie between Nepal 
and Tibet—Mount Everest and those other great peaks. ‘The passes 
are very high, but if the Red Chinese ever got into Nepal, they would 
come right down into the Ganges Plains. 

If you break through the Himalayans, you first reach the moun- 
tainous valleys in which most of the people live, and then you come 
down into about 25 miles of flat country which is on the Ganges 
Plains. So that if Communist influence ever got into Nepal, it would 
be right in the heart of India. 

Senator Mansrrevp. Do you think that if such a move were made the 
ultimate result would be an isolation of India from all of southeast 
Asia, and thereby a cutoff of the cultural contacts which have been 
maintained for so many centuries based on Buddhism and such 
civilization with such countries as Burma and Thailand, Laos, and 
Cambodia ? 

Mr. Harriman. I can’t say what the guesses of the Chinese Reds 
may be. But I would guess that population pressures in China will 
tend rather to find outlets first in the underdeveloped areas, down 
through Indo-China and Thailand and in Malaya, and on south that 
way. That is the easiest way to get in, and the countries there are 
underpopulated. But what the Chinese Reds will do, I don’t know. 

One of the reasons why I went to India was to have a chance to talk 
to some of the Indians who had been to Red China. I must confess 
that the stories they tell about what is going on in China leads one to 
believe that the Red Chinese will be a very aggressive force in the next 
period of time. 

The population is increasing—they are not attempting to check their 
population growth. They are expanding their agricultural produc- 
tion, vastly expanding their industrial production, and I think they 
will be a dangerous aggressive force. 

But whether they will go through Tibet, through the mountains, 
or whether they will come down further to the east through the under- 
populated areas—India is very overpopulated, as you know, or fully 
populated—I do not know. It is certainly easier for them to go down 
into the southeast Asian areas. 

Senator Mansrrevp. Thank you, Governor. 

That is all, Mr. Chairman. 

The Cuarrman. The Senator from Kansas. 

Senator Cartson. Governor Harriman 





Mr. Harrmman. May I just say the Chinese may possibly not ab- 
vance militarily, but through infiltration. There is a vast Chinese 
population in these countries, and the Chinese Reds might, by grad- 
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ually infiltrating to a point where they can bring about so-called 
friendly governments, achieve eventual domination of that part of 
Asia. 

COUNTRIES VISITED ON TRIP 


Senator Cartson. Governor, you have given us a very fine report 
this morning on the economic and political problems of India and 
Pakistan. 

Did you have an opportunity to visit other undeveloped countries 
while you were in the Far East, or Near East? 

Mr. Harriman. No, sir. I did visit Pakistan for 2 days, 3 days, 
but I went to India for a month in order to get an understanding of 
India. I didn’t make a general tour of Asia because it is very con- 
fusing—each country is different. I therefore decided to concentrate, 
in the time I had at my disposal, on the largest country, and the one 
which possibly has the greatest influence. 


EUGENE BLACK’S CRITICISM OF AID TO UNDERDEVELOPED REGIONS 


Senator Cartson. It has been a very splendid report. 

We have mentioned this morning, and you have done so on several 
occasions, the importance of the World Bank in this picture. I 
have here a press report from London in which Eugene Black, who 
is the President of the World Bank, speaking before an organiza- 
tion in London on May 5, made a statement, and I would like to 
have your comment on it and that is the reason I asked if you had 
visited other underdeveloped countries. 

He said: 

The financial aid given some underdeveloped regions of the world has been 
misapplied and has missed its objectives. 

He declared that some underdeveloped countries were worse off for 
having accepted a helping hand. 

Although the overall record of the assistance program is good, the record 


is marred by too many instances in which aid has been given too hastily for the 
wrong motives or the wrong objects and has fallen short of what it should have 


achieved. 

I bring that up because that is one of the criticisms we have heard 
before this committee, and I wonder if you had any thoughts on how 
we would improve that situation. 

Mr. Harriman. I would like to sit down with Mr. Black, who is 
a very close friend. I don’t know what he has in mind. There have 
been broad statements of that kind. 

I was discharged from Government service in 1953, so I am not 
familiar with what has happened since that time. I don’t think 
there was any money wasted in the Marshall plan. I think its invest- 
ment was very well done. The point 4 program had only started at 
that time. What has happened since I don’t know. 

I do believe, as far as India is concerned, that it is a well-developed 
country from the standpoint of management. They have well- 
thought-through governmental programs. They are also learning 
from experience. For example, they have found they haven’t done 
as much for agriculture as they should have, but I couldn’t find any- 
one who thought that there had been a misdirection of their invest- 
ment program. 
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They are running into problems. It is worse in Pakistan than in 
India. There has been some salting in some of the irrigated lands. 
Their drainage wasn’t as well provided as it might have been, but 
that goes back to some generations past. 

In any program you will find mistakes that are made. We made 
mistakes in the past in this country, as you well know, but I can’t 
throw any light on what Mr. Black had in mind. The next time 
I see him I will ask him about it. As far as India is concerned, I 
cannot say certainly, but my impression is that the moneys we have 
made available to her have been well invested. 

Senator Cartson. Well, Governor, as one who supports this pro- 
gram and sincerely believes it is essential to improve the living con- 
ditions of people in the world in order that in the future we might 
build for peace, I would appreciate any thought that we can get to 
improve the program, because I am not only in sympathy with it but 
I want to help improve it. 


NEED FOR INTERNATIONAL AID ORGANIZATION 


Mr. Harriman. I think it would be well to carry on more work of 
this kind through an international organization. We have the World 
Bank, but the World Bank must sell its securities to the public and 
therefore has to make sure that the loans it makes are repayable, 
Therefore I suggest, in accordance with the proposal of Senator Mon- 
roney, that there be associated with the World Bank an international 
fund which could lend both foreign currencies and local currencies— 
as does the Development Loan Fund on a bilateral basis—for projects 
which are somewhat more risky and less assured of repayment. 

Through an international agency you are more able to say the blunt 
things that have to be said. 

Mr. Black has been very tactful, yes; but he has also been very blunt 
in saying what different countries must do in order to receive loans 
from the World Bank. 

Now, that is far less resented if it is done by an official of an inter- 
national agency than it is when it is done by an official of an indi- 
vidual country such as ours. When we do it, our opponents charge 
us for interfering in the internal affairs of other countries. This is 
one of the reasons why I have suggested the establishment of an 
international fund paralleling our Development Loan Fund. But I 
oe wait; we can’t wait until the international fund gets estab- 
lished. 


SOVIET VERSUS NORTH ATLANTIC COMMUNITY GROSS NATIONAL PRODUCT 


Senator Cartson. Governor, I want to commend you for a very fine 
statement, and particularly for one statement which too many of the 
witnesses do not make, I have noted, as they come before the commit- 
tee and before the country and the Congress. That is in regard to our 
position with regard to gross production when it comes to dealing with 
Russia. That is the first time I heard those figures used. 

Mr. Harriman. Ours is $488 billion for 1958, and the Russians’, it 
is estimated, is $186 billion, or 42 percent of ours. When Mr. Khru- 
shchev says he is catching up to us he is talking about something that 
might happen in the future. He is trying to trade on his future 
strength rather than his present. 
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But as long as you have mentioned it, I want to underline the fact 
that the gross product of our North Atlantic Community together 
is nearly $750 billion, four times that of the Soviet Union. This em- 
phasizes the importance of our relations with the western European 
countries, and shows the wisdom of this committee in supporting the 
Marshall plan and other measures that have stimulated economic 
expansion in those countries. 

Retetas Carutson. We have so many people wringing their hands 
and hanging crepes on doors to the effect we are losing out in the eco- 
nomic picture in this world, and when you come up with those fine 
figures of gross national production for this country 

Mr. Harrtman. May I say that is Canada added, about 30 of that 
307 is Canadian production. 

Senator Cartson. To me that is an encouraging figure, and I thank 





ou. 
* That is all, Mr. Chairman. 
Senator Green (presiding). Senator Morse, have you any questions ? 
Senator Morse. Governor, we are much indebted to you for your 
contribution to these hearings. I am particularly indebted to you 
for India, because I think India is a good example of a place in the 
world where we can beat communism by a sound economic develop- 
ment program. 
I repeat this morning my judgment that as India goes in the next 
5 years, so will go the cause of freedom in all of Asia. 


AREAS FOR FURTHER DEVELOPMENT 


In my visit to India in September 1957, I drove from Bangalore 
to Mysore, and I saw a very dramatic thing that I want to mention 
to you, because you made some reference to the development of 
power. 

There are many needs of India, but one of the major ones is to 
harness its water resources, because, as you see the almost pre- 
Biblical methods of irrigation in parts of India, and then get to 
Mysore, and see a great river development program for irrigation 
and power, you have a good lesson, it seems to me, as to what we 
could do in economic development to help India. 

I suppose, at least in my observation, Mysore was the best lighted 
area in all of India, with the possible exception of New Delhi, grow- 
ing out of that great dam that the British left the Indians. 

Do you agree with me that a Development Loan Fund providing 
loans for specific projects in India, such as the development of dams 
and power stations, would have an immediate effect on the standard 
of living of the Indians living in the economic environment of those 
projects ? 

Mr. Harrman. Yes; there is no doubt about it. But may I sug- 
gest that there is a whole series of things that have to be done. 

The Ford Foundation financed an agricultural committee which 
has just come back with a report which indicates that there is a series 
of things which must be done, and irrigation is one of them. 

India is deficient in fertilizer, and she can get a great benefit, out 
of the fertilization of her irrigated lands. Indian farmers have got 
to plow deeper. There has to be land reform—they have got to 
unify some of their very small land holdings. I was very much im- 
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pressed with the possibilities in Mysore of irrigation, and power. I 
didn’t drive, I flew over the country. I spent a day in Bangalore; 
I didn’t go to Mysore. But I got an impression of great potentiali- 
ties. Power and irrigation are certainly great natural resources in 
that part of India. 

Senator Morsre. The hydroelectric power resources of India are 
tremendous, and one only has to go into it in a power center such as 
Mysore to see what the availability of power does from the standpoint 
of industrial jobs. 

Mr. Harrman. That is right. 

Senator Morsr. And here is a great area for that kind of a 
development. 


RELATIVE MERIT OF GENERAL LOANS AND LOANS FOR SPECIFIC PROJECTS 


Governor, I, too, support the kind of economic loan program you 
have testified in support of. 

Would you say that in making these loans to a government such 
as India and others, we ought to make them on a specific project-to- 
project basis, that is, we ought to earmark the funds for a specific 
project ? 

I raise that question because when I was in India it seemed to me 
that Germany and Russia were getting a tremendous amount of pub- 
lic opinion credit for a couple of loans for a couple of steel mills, 
which were exceedingly iat amounts in comparison with the mil- 
lions that we have poured into India, but poured into India as general 
grants, rather than as loans for specific projects. 

What observation would you like to make to the committee in 
regard to the relative merits of general loans and specific loans, that 
is, loans for specific projects ? 

Mr. Harriman. I think that ought to be kept in balance. We have 
not poured in such vast sums for industrial or power development. 
What we have done for India more than anyone else or more than 
anything else is to supply food. 

Senator Morss. That is right. 

Mr. Harriman. In the first place, the $190 million wheat loan that 
was made in 1951 saved parts of India from starvation. Then the 
food we have supplied India under Public Law 480 is something 
over $700 million, so if you add those two together, it is about $900 
million out of our total aid of $1.6 billion. 

The Development Loan Fund has loaned India only $175 million. 

Then we have the Export-Import Bank loans which amount to 
$151 million for specific projects. So that although our aid has been 
very much greater than that of any other country, food is the over- 
powering part of it so far. 

I think we ought to be a little careful not to try to get exaggerated 
credit for these things. The Russians, more than any others, have 
tried to get credit for their aid to special projects. There is a grow- 
ing feeling in India that we are there doing some of the work in the 
kitchen. We are trying to help them in the things that are not 
dramatic. The Ford Foundation and the Rockefeller Foundation 
are doing the same, as you well know. And, the idea is beginning to 
get across that we are interested in doing the things for India that 
are going to do them a lot of good. They are beginning to realize 
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all the things that we have been doing. So I would keep our aid pro- 
gram in balance. I would undertake individual projects that are 
needed and accept legitimate credit. But I wouldn’t do what the 
Russians are doing, w hich is simply to have a program for the sake 
of getting credit. 

I think we must stick to our principles of doing the things which 
are necessary to help them achieve what you want them to achieve— 
the improvement in their standard of living. 

Senator Morse. Thank you very much. 


NEED FOR SUPPORT OF MUTUAL AID PROGRAM 


The Cuarrman. Senator Lausche ? 

Senator Lauscne. Yes. 

Governor Harriman, I note that you feel that the program that has 
been recommended is not adequate. 

I also know that President Eisenhower felt that there may be doubt 
about the adequacy. Truman has expressed a similar opinion. Dillon, 
several days ago, in testifying, likewise commented, and there are 
others who are familiar with the gravity of this international problem 
who feel that what we are doing is ‘insufficient. 

In the face of all that, if I may direct the Governor’s attention to that 
chart, you will find the Congress, for the fiscal year 1959, reduced the 
recommended allocation of “$62 5 million for the Development Loan 
Fund to $400 million, with a condition that a supplemental appro- 
priation might be asked for. You will observe that in other instances, 
the recommended amount was reduced. 

In the face of the fact that many leaders who are cognizant of the 
problem feel that the program is inadequate, the Congress refuses 
even to grant inadequate requests. 

My query is, How are we going to get around it ? 

Mr. Harman. I think that with your influence, Senator Lausche, 
and the influence of the other members of this committee, you can 
get the Senate to go forward. 

I was very glad to see the Senate authorize an additional emer- 
gency appropriation for the Development Loan Fund this year, and 
[hope the conference committee will stand firm on that. 

I think your influence, sir, will have a great deal to do with the 
action. You have—I do not say this fac etiously—you have a very 
sound influence on a number of people who are not thoroughly sold 
in this field. I think you know that. 

I have been so overboard on this foreign aid that perhaps my in- 
fluence is not as great as yours. A lot of people will listen to what 
you say if you will get out and stump the country on it. 

Senator Lauscuer. Secretary McElroy was here a few days ago, and 
he said when he came to Washington he was in doubt about the justi- 
fication of the mutual aid program. Now he is of the opinion that it 
would be tragic to lessen it, or to abandon it. 


NEED FOR INFORMING PUBLIC OF SIGNIFICANCE OF AID PROGRAM 


But now this question: Governor Harriman, are you of the opinion 
that the people of our country are adequately acquainted with the 
significance and the essentiality of this mutual aid program ? 

40110—59—pt. 1- 22 
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Mr. Harriman. I think—of course, the Gallup polls all seem to 
show that they are. I do not know whether you believe in polls or 
not—Mr. Truman does not—but some people do, and the polls show 
that they are more in support of it than Members of Congress think 
they are. 

But I do not believe the public can ever be too well informed on 
this subject. It is a difficult story to get across, and I think that 
more could be done to inform them on this subject. I do think 

Senator Lauscue. Yes. I do think that much more must be done. 
My own belief is that if they will become acquainted with what our 
military experts, our international experts, our leaders in the execu- 
tive branch and in the legislative branch think of this program, we 
would not have the difficulty of persuading the Congress to make— 
to at least grant—what has been requested. 

Now then, one question I would like to put to you. 

Mr. Harriman. Senator, may I say this, and I hope that Senator 
Carlson will forgive me for saying it: President Truman laid it on 
the line pretty definitely about this foreign aid, and he was very 
much supported by the man who sat in Senator Fulbright’s seat, Sen- 
ator Vandenberg. I do feel there has been some lack of leadership 
from the administration in emphasizing the importance of this pro- 
gram, and I do hope that the President will follow through on the 
excellent statement he made the other day of the importance of this 
program. 

I think if that is done, it makes it a whole lot easier for Congress- 
men to vote for things for which their constituents do not get any 
benefit, for the President’s influence is great. 

I hope that he can be encouraged to say more often and in greater 
detail what he said the other day as to the importance of this economic 
program. 

Senator Lauscue. I assume that the Governor also would suggest 
that we on the majority side of Congress give heed to those words, 
because there is talk that we will balance the budget by trimming the 
mutual aid program; and my own belief is that that would be—well, 
that it would be tragic. 

Mr. Harriman. Iamso glad to hear you say so, sir. 





FINANCING OF PROPOSED INCREASE IN DEVELOPMENT LOAN FUND 


Senator Lauscur. I would like to ask a question about the 
Fulbright, Humphrey, Kennedy, H: oat and Javits amendment. It 
provides that beginning in 1960 the Secretary of the Treasury shall 
be authorized to loan for the Dev elopment Loan Fund program each 
year the sum of $1,500 million through the year of 1964. 

Now, that contemplates Treasury financing and I would like to ask 
you whether you have an opinion on the financing of this program 
through the sale of Treasury bonds, or whether we ought to try to do 
it by plugging leaks in ~ collection of taxes, or by new t: ixes f 

Mr. Harrmmman. Well, I am not here to testify on taxes, sir. I do 
not. believe that is ae I would like to discuss today, because 
if I did mention anything about taxes, perhaps the press would pay 
more attention to that than what I said about the mutual security 
program. 

Senator Lauscne. I will withdraw the question. 
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Mr. Harrman. Good. 

Senator Lauscue. I think it is a different matter, but it is one that 
we ought to give serious attention to. 

Mr. Harriman. I understand that you are getting blamed for the 
increase in taxes in Ohio, just as I am blamed for the increases in 
taxes being levied in New York State. So I do not want to get on 
that subject. 

Senator Lauscue. All right. My time is up and I will withdraw 
the question. 

Mr. Harriman. In any event, I think this idea that Senator Ful- 
bright has put forward, with the support of the gentlemen that you 
speak of, is a very interesting one. 

I think you have got to recognize that these loans are not like World 
Bank loans, which are made with an absolute guarantee of repay- 
ment, and there may be some loss in them. Even if Congress votes 
for it, you have to recognize that at some future time there will have 
to be moneys voted to make up for the deficiencies, as has been done on 
some other occasions. But any method which will achieve a continuity 
of 5 years for the Development Loan Fund, I think would be worth- 
while, because I am sure that some of the things that Mr. Black speaks 
about—instances of mistakes made—are due to the temporary and un- 
certain character of our foreign aid programs: Countries assume that 
they are going to get help from us; they get a little help, and then it is 
cut off, and they stop projects underway. 

There is nothing more wasteful than starting and stopping projects. 
The dams to which Senator Morse referred, take, perhaps, 5 years to 
build. There must be assurance that the money needed is going to be 
available. Therefore, I think that any plan which will assure con- 
tinuity for this Loan Fund—and Senator Fulbright’s is a very in- 
genious one—is worthwhile carrying out. 

The Cuarrman. Well, Governor Harriman, I certainly think that 
you have made a great contribution to these hearings. 

Mr. Harriman. Thank you, sir. 

The Cuairman. I have just one or two other questions. 

I have an observation I might make. I had to go down and testify 
on the public works program, on local public works projects, and I had 
occasion to see the enthusiasm, which is remarkable, of the ones testify- 
ing there, and the audience also, and the committee down there. 

There is quite a difference. That is one of the reasons why there 
is some trouble in getting this program through. As one of my col- 
leagues says, “They are dividing up the pie down there.” 

Mr. Harriman. The what ? 

The Cuarman. “They are dividing up the pie.” 

Mr. Harrrman,. Oh, yes. 

The Cuarrman. I would also like to endorse, for the record, what 
the Governor of New York said about the influence of the former Gov- 
ernor of Ohio. I think he is quite right in his answer to the ques- 
tions put by the former Governor of Ohio. He could do a great deal. 

Senator Lauscuez. Thank you very much. 

The Cuarmrman. You made one statement that I would like to pur- 
sue. But before that, I believe, if my memory serves me correctly, 
the financing of lend-lease and similar programs was simply the fin- 
ancing that we are proposing in these amendments, and it is not with- 
out precedent that this is a proper way to finance such a program. 
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CREATING EFFECTIVE POLITICAL ORGANIZATIONS—SITUATION IN KERALA 


In the remaining time, as we do have another witness, there is one 
point you made which I thought was very interesting. You stated 
that in Kerala, I believe, the Communists are better organized and 
have more money. | 

This is a point that has struck me for some time as being true. | |. 
But we ought to do something about this. We spend a lot of money 
in ways you have mentioned all over the world. Why is it not rea- 
sonable that we help people who are struggling to create a viable 
democratic system, and help them in matters of organization of their 
communities. I mean help them in community services, and all the 
other things that go to make up that political fabric—political and 
social fabric—of the communities ? 7 

I have had letters to this very effect. I had a letter from a citizen ) 
of Kerala saying, “Why can’t you help us create an organization | 
that can compete with these Communists ?” : 

Mr. Harriman. I do not know. It is an interesting idea, but I do 
not know how we could contribute to a political party. Perhaps it 
would be a good idea to give each party a certain amount of tele- 
vision time free so as not to let money play too much of a role in 
elections. But I do not know how we can contribute to political 
parties. 

The Cuatrman. I did not think he meant that we go in and assist 
a political party. What he meant was to inform the citizens as to 
how the fabric of a democratic system is built up, not a specific | 
party. He did not mean that. 





Mr. Harriman. I do believe that there is something in that field 
that can be done. I do think it is perfectly possible for Americans 
to go over there and discuss these matters with the different political 
parties, and give lectures on the subject of political organization. 
They are very keen to get topside Americans to come over and talk 
on almost every subject, as you well know. 

I think this is an interesting area to explore. But certainly it 
would have to be done in such a way as to avoid the impression that 
we are backing any particular horse. That is the surest way to dam- 
age a candidate in an election. 

The Cuamman. That is not the way the letter expressed it. I | | 
failed to convey to you what I had in mind. That is not what he | | 
had in mind. He did not feel we ought to come over and help the 
Congress Party. ‘That is not what he meant at all. It was a matter 
educational, I suppose, in nature. They had no party organization at 


all of any kind in opposition to the Communists. io 
I believe you said the Communists have a better organization and { 

more money. Well, I do not think you meant to say that the Com- 

munists have a lot more money generally than the free world. They | ' 


simply give a priority to this activity, and then they effect some kind 
of an organization. It seems to me we might learn from them if 
from nobody else. 

Mr. Harriman. Well, they seem to get it from two sources with 
which we cannot compete. One is through the Soviet Government, 
and one is through the sale of Soviet books. And in Kerala it is , 
alleged they are giving contracts to people through which money is 
diverted into Communist Party channels. 
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That isalleged. Icannot proveit. But there seemed to be evidence 
to that effect. Those are the sort of things we cannot compete with 
at all. 

The CHatrman. Why can’t we compete with the Russian Govern- 
ment? I mean, are we so much poorer than the Kremlin that we 
cannot compete, if this is an important activity ? 

Mr. Harrman. Well, their Communist Parties are stooge parties. 

The Cuairman. I know. 

Mr. Harrman. They are stooge parties for the international Com- 
munist movement. I do not think that there is any way that we, as a 
free country, can compete in that form of organization because in the 
first place there is no way we could organize an international demo- 
cratic party throughout the world, and we have no intention of doing 
it. But I do think there is something in bringing leaders of the 
democratic parties over here to study the democratic methods here— 
leaders of the Congress Party, the Socialists, the Moslem League— 
and letting them study what is going on. 

But I am afraid they are going to have to finance their political 
activities out of their own resources. I do not know how it can be 
done unless—— 

The CHarrMAn. Well, it is going to be a rather ironic result if we 
spend a billion dollars a year, maybe totaling $15 or $20 billion, to 
create a very nice economy, and then because the Communists con- 
centrate more on the political control, they inherit the economy of the 
country that we furnished with all the mechanisms for a possible 
society. 

Wouldn’t that be a very interesting result? 


EFFECTIVE INFORMATION PROGRAMS 


Mr. Harriman. I believe there is a very wide area in which we 
could be of assistance outside of the political parties themselves, and 
that is to deal with the Communist propaganda which is having a 
certain influence. 

Now, that goes into the question of our information service. I 
think while you were out I suggested we increase the money available 
for our information program. I think in that manner we can tend 
to support democratic ideas, and attempt to refute the false propa- 
ganda which the Communists are engaging in. 

I do not know whether you were in the room when I mentioned it 
earlier, but we are self-defeating to some extent because almost every- 
one agrees that our commercial movies do, on balance, more harm 
than good. 
he CuatrMAN. Everybody but Eric Johnston. He does not agree 

that. 

Mr. Harriman. I am not sure but that our motion picture industry 
would do well to have some self-dicipline. I do not think censor- 
ship should be governmental. But “Blackboard Jungle” does not do 
us much good when it is shown in India. 

But there is a broad area, Senator, which deserves very great study, 
and I think this question of what we can do to help the Indians to 
take care of their educated unemployed is very important. 
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AREAS IN INDIA SUBJECT TO COMMUNIST INFLUENCE 


As I understand it, there are three areas which are subject to Com- 
munist influence. The one consists of the educated unemployed, and 
that we can certainly help to deal with them. 

A second consists of the labor unions, and I think our labor unions 
could be encouraged to greater effort in showing their opposite num- 
bers how to organize a democratic labor movement. 

The third consists of refugees who are vulnerable to Communist 
propaganda because of the tragic position they are in. And we can 
help the Indian Government improve this situation through housing 
programs and otherwise. 

I think we could help in many ways, but I must confess I do not see 
how we can get into the political life of the country. Perhaps I have 
not fully understood what you have in mind. 

I do not see how we can contribute to political parties, as the Com- 
munists do, in other countries. They are largely supported from out- 
side, as you well know, though not entirely. 

The Cuarrman. Well, Governor, I will not pursue it now. Since 
you are leaving tomorrow, I think, for Russia, I hope you will keep 
your eyes open to see any of their secrets on how they organize so 
effectively. 

Mr. Harriman. Well, of course, they bring in people of different 
nationalities and teach them in Russia. That was going on during 
the war. 

The CHatrmMan. What is wrong with our doing that? 


NEED FOR EXPANDED EXCHANGE OF PERSONS PROGRAM 


Mr. Harriman. I think, as I say, there would be no objection to that 
at all. Any of the students who come over here on the Fulbright 
scholarships contributes to a knowledge of our democracy. 

The Cuarrman. What is wrong with our doing that? 

Mr. Harrmman. What? 

The Cuarrman. That program is too small to have much effect. 
Don’t you think it ought to be enlarged ? 

Mr. Harriman. I think so, and I think one aspect of the program 
should be increased, and that is the exchange of professors. 

I think there is a great interest in, and a great need for, and a 
desire on the part of the Indians for, more American professors to 
come over and lecture in their universities and colleges. 

The Cuarrman. Well, those are all of my questions. Does anyone 
else have a question before we go on with the next witness? 

Senator Arken. I would like to say I think it is difficult for a U.S. 
professor to get a visa to go to the Soviet Republic at this time. 

The Cuarrman. I thought you were talking about a professor in 
India, not in Russia. ; 

Senator Arken. There is no trouble with India. 

The Cuamman. You meant sending more professors to India? 

Mr. Harrman. What did I say? To India? If I said Russia, I 
meant to India. 

The Cuarrman. India. 

Mr. Harrman. In some ways it is preferable to send American 
professors to teach in India than to bring students over here, because 
the students remain in their environment. 
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The Cuamman. Yes. 

Mr. Harrman. Some of the men we have sent over have had a very, 
very wide influence, so I would hope that that could be encouraged. 

In a number of the places where I went, there were requests for 
more teachers, because of the great contribution that had been made. 

The CuatrMan. Well, we are so poor that we cannot afford to send 
very many, you know. 

Mr. Harrman. That is true. 

I want to congratulate you, Mr. Chairman, on your very effective 
work over the years with respect to interchange. I think no one has 
contributed more to it, and I am glad that you have in mind expand- 


ing it. 

The CuarrMan. I do not have it in mind. I cannot get the House 
of Representatives to go along. I have been trying. The Senate has 
passed for 3 or 4 years a bill twice as big as the House will accept. 


RUSSIANS FEAR EFFECT OF FREEDOM ON THEIR CITIZENS 


Mr. Harriman. An interesting thing—just one more second—I 
went to Bhilai, where the steel plant is being built with the aid of the 
Russians, and I found that the Russians there were very much con- 
cerned that their citizens would be affected by the freedoms of India. 
I found that they were being lectured in Russian once a week, that 
they were very closely supervised by Russians. 

They have about 1,500 men, women and children there, and they 
seemed to be more concerned over the effect of the Indians on the 
minds of the Russians than they were over the use of these people in 
helping to influence the Indian people. 

I also found that Americans have respect for the Russians. The 
Russian technicians are doing a good job. They are technically 
skillful. They are not allowed to fraternize, but whenever they are 
with Americans they speak very warmly of the fact that there is a 
human interchange which they value very much. 

So I think there is a lot of hokum that is being said about the 
greater skills of the Russians in education and also in establishing 
relationships with other countries. I think where you have indicated 
that we do not do enough of it, that is our trouble. 

The Cuairman. Thank you very much, Governor. 

Mr. Harrrman. Thank you, gentlemen. 

The Cuarrman. I hope you have a good trip to Russia. 

Mr. Harriman. Thank you very much. I will look forward to 
seeing you when I get back. 

The CHairman. Yes. We will call you when you get back, to see 
what you found out. 

Mr. Harriman. Thank you. 

The CHarrman. Our next witness is Assistant Secretary of State 
Francis O. Wilcox. 

Everybody on this committee, of course, has known Francis Wilcox 
for many years. Before he went to the State Department, he was a 
fine chief of staff for this committee. 

Mr. Wilcox, we welcome your statement. I assume you would like 
to begin with the statement ? 
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STATEMENT OF FRANCIS 0. WILCOX, ASSISTANT SECRETARY OF 
STATE FOR INTERNATIONAL ORGANIZATION AFFAIRS 


Mr. Wizcox. Thank you very much, Mr. Chairman. 

I appreciate very much this opportunity to present the administra- 
tion’s case for four United Nations programs this morning: One, re- 
lating to the United Nations Emergency Force; two, the United Na- 
tions Children’s Fund; three, the United Nations Technical Assist- 
ance Program ; and, four, the United Nations Special Fund. 

With your permission, I would like just to summarize briefly the 
statement which I have for the record on the United Nations Emer- 
gency Force, follow this with any questions which you may have, and 
then proceed with the other parts of the presentation. 

The Cuatrman. Yes, Mr. Secretary. 

Mr. Secretary, unfortunately I am committed to have lunch with 
the former Prime Minister of Great Britain, who is in town, and I 
hope you will understand that I have to leave and turn the meetin 
over to the chairman emeritus, the Senator from Rhode Island. 
regret it, but I will read the record with a great deal of interest. 

Mr. Wixcox. I understand such matters, having been associated 
with the committee for a number of years, Mr. Chairman. 

The Cuatrman. Will you please take over, Senator Green ? 


ACCOMPLISHMENTS OF UNITED NATIONS EMERGENCY FORCE 


Mr. Wiucox. You will recall, Mr. Chairman, that the United 
Nations Emergency Force was created at the time of the Suez crisis, 
following a resolution of the General Assembly. That force, made up 
of about 6,000 men, contributed by 10 different countries, was given 
the task of serving as a kind of buffer force, so that the foreign forces 
within the area would be withdrawn. 

It was also given the task of maintaining stability in the area. 
Now, this force has, I think, accomplished its mission in a very re- 
markable fashion. During the last year there have been few, if any, 
of the kinds of border incursions or disturbances along the border 
between Egypt and Israel which formerly led to the outbreak of 
hostilities on a minor scale. 

It has, in fact, maintained stability in both the Gaza strip area and 
the Sharm el Sheikh, or the straits area to the south, and I think has 
achieved its purpose in a way which constitutes something of a record 
for an international organization. 


AMOUNT REQUESTED FOR UNEF 


At the present time seven countries contribute forces to the group 
made up now of about 5,000 men. The U.N. General Assembly has 
authorized $19 million for the total support of UNEF for calendar 
year 1959. 

Of that amount we propose to contribute about 44.5 percent. 

The request which I am making this morning is for $3.5 million of 
mutual security funds which will enable us to make a voluntary con- 
tribution to the force for the calendar year 1959. 

We would contribute in addition to that an assessment on the regu- 
lar United Nations budget of something short of $5 million. 
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May I say, Mr. Chairman, in conclusion, that the cost of the force 
has gone down each year. This year it is estimated it will run about 
$19 million. Last year it was $25 million. The year before it was 
$30 million. 

This is due to the fact that it has been reduced somewhat in size, 
and also due to the fact that we no longer have the extraordinary 
expense incurred during the initial stages of the force. 

I would say, in conclusion, Mr. Chairman, that this is, perhaps, one 
of the cheapest insurance policies that the United States could possi- 
bly buy, because it has, as I say, increased considerably the stability 
of the Middle East area, and it is, of course, to our national interest 
that we do what we can to prevent the outbreak of hostilities there. 
I am convinced that it is worth many times the amount which we are 
asking for in order to maintain it during this next year. 

Thank you very much, Mr. Chairman. 

Senator GreEN (presiding). Let me congratulate you on your 
statement. It is clear and distinct. 

Mr. Witcox. Thank you. I thought you were going to emphasize 
the fact that it was very brief, Mr. Chairman. 

Senator Green. The statement you have made proves that you are 
a very good agent for what you are selling. 

Are there any questions? 

I will ask the gentlemen on the committee to limit their questions 
to what the witness has said in his statement. 


PROPORTION OF VOLUNTARY CONTRIBUTIONS AND ASSESSMENTS 


Senator Arken. Mr. Secretary, I would like a little information 
with regard to the United Nations Emergency Force. 

As I understand it, the administration is seeking authority for the 
President to use special assistance funds during fiscal 1960 for a vol- 
untary contribution to the United Nations Emergency Force, and that 
a contribution of $314 million is contemplated under this authority. 

What I would like to know is what percentage of the funds sup- 
porting the Emergency Force has been met by assessments, and how 
much by voluntary contributions? 

Mr. Witcox. The major portion of it this year, Senator Aiken, 
will be met by assessments. The total of $15.2 million has been placed 
on the assessment budget. The rest would be made up of voluntary 
contributions. 

I may say that the voluntary contributions are very small in num- 
ber, as might be expected, inasmuch as all the other countries will be 
expected to pay for the maintenance of the Force through the amount 
that they will be assessed on the regular budget. This has discouraged 
voluntary contributions. 

Senator Arken. Did not the United States make a voluntary 
contribution last year? 

Mr. Witcox. Yes, sir. 

Senator Arken. Under what authority did the President make that 
voluntary contribution ? 

Mr. Wicox. The voluntary contribution came from fiscal year 
1958 mutual assistance funds. 

Senator Arken. If the President had authority to make that con- 
tribution of, I believe, $9,750,000, in round figures, last year, why 
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does he need legislative authority now? Does he need it in order to 
continue making such contributions? 

Mr. Witcox. I understand that if there were sufficient money 
available presumably the President, under his authority, might be 
enabled to use it for our voluntary contribution without a special 
authorization. The major portion of UNEF expenses is covered by 
use of the regular assessed scale of the United Nations. Our request 
for this assessed share is presented in the normal way to the Appro- 
priations Committee. For our voluntary contribution, which comes 
from mutual assistance funds, we felt that a separate authorization 
would be desirable. 


NEED FOR U.S. VOLUNTARY CONTRIBUTION TO UNEF 


Senator Aiken. Do you feel it preferable to pay that money 
in the form of an assessment rather than as a contribution ? 

Mr. Witcox. Well, sir, it is, from our point of view, because the 
more we can get put on the regular United Nations budget, assessed 
among all the members, the more the other countries will pay. I may 
say that the Members of the Congress have helped the U.S. delega- 
tion to the General Assembly on this matter each year. 

What we have done is to attempt to get as much put on the regular 
United Nations budget as possible. ‘This has, however, called for 
some voluntary contribution on our part. We have been able to 
reduce our percentage contribution with respect to the total, because 
this year we would contribute only 44.5 percent, whereas in previous 
years, it has been about 47 percent. 

Senator Arken. Would there be any objection to limiting the 
President’s authority to the $314 million which is referred to? 

Mr. Witcox. Well, we would need to get those funds some place, 
Senator Aiken, and that is what we are asking authority for here. 

Senator Arxen. You do not object then to a limitation of $314 mil- 
lion on the President’s authority to contribute to this fund? 

Mr. Wiucox. No, sir; as long as it is clear that this does not affect 
the other request which we had before the Appropriations Com- 
mittee. 

Senator Arken. If he can pay an assessment of $314 million and 
then contribute whatever is necessary so far as it is available as a 
voluntary contribution, it means that the $314 million is simply put 
in there to look good without having any practical effect; does it 
not ? 

Mr. Witcox. Well, it is put in in order to take up the slack to make 
the total amount that the United Nations needs for this program. 

Senator A1keN. To make the assessment come out with the $18 
million, or whatever might be necessary. 

Mr. Wixcox. This is for calendar 1959, Senator, [should say. There 
is nothing in here for calendar 1960. 

Senator Arken. This is for calendar 1959. 

Mr. Wixcox. Yes; and running to December 31, 1959. 

Senator Arken. That is where we get mixed up. I was thinking 
of fiscal year 1960, which contains half of the calendar year of 1959. 

Mr. Witcox. The United Nations year runs from January 1 to 
December 31 and, of course, it is confusing when you try to mesh our 
fiscal year into their calendar year. 
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Senator Arken. I am not clear just what it is you are seeking. Do 
you want $314 million for the United States to meet an assessment for 
this fund, and in the event of an emergency, authority for the Presi- 
dent to make a voluntary contribution over and above that amount, 
providing that he had the money to use? 

Mr. Wizcox. No, sir. 

What we are asking for is $314 million of mutual security funds to 
enable us to make a voluntary contribution to the United Nations 
Emergency Force. 

Senator Aiken. To make a voluntary contribution. 

Mr. Wicox. We have already appeared before the Appropriations 
Committee to ask for something short of $5 million, which would be 
our assessment for the United Nations Emergency Force expenses for 
calendar year 1959. 

I admit this is confusing, but it is a formula which we used in order 
to reduce our expenditures as much as we possibly could. 

Senator Arken. It looks like a reduction from the contribution 
made last year. 

Mr. Wixcox. Well, it isa sizable reduction. 


TOTAL U.S. CONTRIBUTION REQUESTED FOR UNEF 


Senator Green. Any other questions? 

Senator Lauscue. Yes. 

For my own information, the total amount of money needed to 
maintain these forces in the Egyptian area for the next year will be 
$19 million ? 

Mr. Witcox. That is correct, Senator. 

Senator Lauscue. And the major part of that $19 million will be 
financed by assessments against the United Nations? 

Mr. Wicox. That is correct. 

Senator Lauscur. We have thus far been carrying about 47 percent 
of the load; is that correct ? 

Mr. Wixcox. That is correct, sir. 

Senator Lauscur. Now, then, what you are asking for in this pro- 
gram that we are disc ussing is $3,500,000 from the ‘mutual aid fund 
which will be given for the financing of a part of the $19 million 
program; is that correct ? 

Mr. Witcox. That is correct. 

Senator Lauscue. In addition to that, you are asking for some 
$4,900,000 which will cover our assessment ? 

Mr. Wucox. That is correct. 

Senator Lauscur. And the two figures, the $4.9 million and the 
$3.5 million will represent our participation ? 

Mr. Wicox. That is correct. A total of about 44.5 percent. 

Senator Lauscue. That is all. 

Senator Green. Thank you very much. 

(The prepared statement of Mr. Wilcox relating to the United Na- 
tions Emergency Force follows :) 


STATEMENT BY FRANCIS O. WILCOX, ASSISTANT SECRETARY OF STATE FOR INTERNA- 
TIONAL ORGANIZATION AFFAIRS, ON UNITED NATIONS EMERGENCY FORCE 


I appreciate this opportunity to present the request for $3,500,000 of mutual 
Security funds to enable the United States to make a voluntary contribution to 
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the United Nations Emergency Force (UNEF) for calendar year 1959. I have 
already testified before the subcommittee of the House Appropriations Com- 
mittee, chaired by Mr. Thomas, in support of our request for $4,943,146, which 
is the U.S. assessment for UNEF expenses in calendar year 1959. 

As you will recall, following the outbreak of hostilities in Egypt in October 
1956, at the time of the Suez crisis, the United Nations was faced with the prob- 
lem of restoring peace in the area. First it was successful in obtaining a cease 
fire, and, then, in order to facilitate the withdrawal of foreign troops it re- 
solved to establish a United Nations Emergency Force. 

According to the terms of the resolution of November 5, 1956, the mandate 
of the force was “to secure and supervise the cessation of hostilities on Egyp- 
tian territory.” The mandate was later elaborated by a resolution of February 
2, 1957, which stated that “scrupulous maintenance of the armistice agreement 
requires the placing of UNEF on the Egyptian-Israel demarcation line.” 

The force was originally composed of troop contingents from 10 countries, 
Norway, Sweden, Denmark, Canada, Colombia, Brazil, Finland, Yugoslavia, 
India, and Indonesia. These countries, which do not include any of the great 
powers, represent every region of the world. At first the force consisted of 
about 6,000 men. It now consists of some 5,000 men from seven countries and 
is stationed in positions between Egypt and Israel, as well as near the entrance 
to the Gulf of Aqaba. Since its inception the contingents of three countries, 
Colombia, Finland, and Indonesia, have been withdrawn primarily for financial 
reasons. 

SUCCESS OF UNITED NATIONS EMERGENCY FORCE 


The creation of the force represents one of the outstanding achievements of 
the United Nations, and has demonstrated that organization’s capacity for effec- 
tive action. The success of UNEF can be attributable to many persons and 
many nations, high on the list being the Secretary General, Mr. Dag Hammar- 
skjold, and his staff, whose drive and administrative talents translated a reso- 
lution of the General Assembly into a force-in-being on the spot in a matter of 
only 8 days. 

The existence of UNEF has contributed greatly toward maintaining a con- 
siderable measure of stability in the area of its responsibility. In his report 
of August 27, 1958, the Secretary General of the United Nations notes that “the 
operation of UNEF through this year, in all respects of its task, has continued 
to produce the same favorable results described in previous reports,” and that 
“during the period covered in this report, virtually unbroken quiet has prevailed 
along the entire line between Egypt and Israel.” ‘This situation is all the more 
noteworthy when one considers the heightened tensions in certain other 
aspects of Middle East affairs. 

The United States wants a stable situation in which there can be orderly 
growth and development in the area. We therefore fully support the UNEF 
undertaking, which, together with other U.N. initiatives, has contributed toward 
that goal. 
COSTS OF UNITED NATIONS EMERGENCY FORCE 


UNEF costs during the first calendar year of its existence were $30 million; 
during the second year (1958) they were $25 million. For calendar year 1959, 
a sum of $19 million has been authorized by the U.N. General Assembly. Al- 
though there is no specific terminal date on the existence of UNEF, it may well 
continue during calendar year 1960. 

Despite the substantial decrease in UNEF costs, the sums involved represent 
a large additional burden on an organization whose regular budget has been 
about $55 million annually. Hence additional assistance in the form of voluntary 
contributions has been required in order for the U.N. membership as a whole to 
be in a position to shoulder this additional budgetary load. For its part, the 
United States granted special assistance totaling approximately $13 million to 
UNEF during its first 2 years, using funds appropriated under the mutual 
security program. When added to the U.S. assessment for the same 
period (also about $13 million), the United States has thus paid about 47 per- 
cent of the authorized UNEF appropriations of $55 million. Our support of 
UNEF in this respect contrasts sharply with the negative attitude of the Soviet 
bloc, which has continuously maintained that these costs should be borne by 
what they called “the aggressor nations,” i.e., Israel, France and the United 
Kingdom. 
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U.S. CONTRIBUTION TO UNEF 


In line with our previous policy and taking account of the extra costs of the 
United Nations Observer Group in Lebanon which had to be added to the U.N. 
budget, the United States has pledged a special voluntary contribution of $3.5 
million to UNEF for calendar year 1959, subject to appropriation of the necessary 
mutual security funds. This amount, when added to the U.S. assess- 
ment of $4,943,146 for the same period, would mean that our support of the au- 
thorized UNEF expenses of $19 million would be at a level of about 44.5 percent, 
ie., a somewhat smaller percentage than the 47 percent which we paid for the 
first 2 calendar years. 

When account is taken of the possible consequences of an outbreak of hostili- 
ties in the Near East area, it becomes evident that the stabilizing presence of the 
United Nations Emergency Force constitutes a great benefit both to the free 
world in general and to the United States in particular. I am convinced that the 
contribution which UNEF has made to peace in the Middle East—if it could 
be measured in financial terms—is worth many times the amount we have con- 
tributed toward its existence. 


AMOUNT REQUESTED FOR UNITED NATIONS CHILDREN’S FUND 


Senator Green. Do you have another statement ? 

Mr. Wiucox. Yes, sir, Mr. Chairman. I have two more, in fact. I 
will try tomake them ver y brief. 

The Children’s Fund, Mr. Chairman, has been presented to this 
committee on a number of occasions, and I do not think, therefore, 
it is necessary for me to go into detail in connection with it this 
morning. 

We are asking in connection with the Children’s Fund for some $12 
million for our contribution to the 1960 program. 

Contributions to the Children’s Fund are made on a voluntary 
basis. They are not put on the regular budget of the United Nations. 
It has been significant, I think, that the support for this program has 
increased substantially every year. In 1954 there were 60 contributing 
authorities. In 1958 there were 86 countries that contributed to the 
Fund. 

This, I think, gives you some indication of the popularity of the 
program in the United Nations. 


DECLINING PERCENTAGE OF U.S. CONTRIBUTION TO UNICEF 


We are asking this year, Mr. Chairman, for a contribution of $12 
million at a percentage rate of 48 percent. I call the attention of the 
committee to the fact that in 1952 our contribution was 72 percent of 
the total, and that in 1960 we would anticipate that it would be 48 

ercent, a reduction of 2 percent from 1959. Up to the present time 

think this has been a healthy development. There are, however, 
some indications that we may have reached a point where future 
contributions from other governments will increase at a much slower 
rate than has been true in recent years. 

I think if this happens it will be necessary to halt temporarily the 
annual reductions which we have been making in the percentage of 
our contribution. 


WORK OF THE CHILDREN’S FUND 


The kinds of things that the Children’s Fund is engaged in, I 
think, are very well known to the committee. ‘The principal activity 
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at the moment is basic maternal and child health and welfare services, 
including the establishment of rural health centers and clinics, and 
the training of nurses and midwives. 

There are 19,000 such Children’s Fund centers operating today. 

The second area is the mass health campaigns against such crippling 
and killing diseases as malaria, yaws, tuberculosis, trachoma, and 
leprosy. 

The third area covers activities to improve nutrition, including 
long-range child feeding programs, and the increased production and 
use of milk; and the fourth area is emergency assistance for the vic- 
tims of catastrophes such as earthquakes, floods, droughts, and 
famines where the welfare of the child population is seriously 
affected. 

I do not need to emphasize the importance of this program in our 
United Nations relationship. It is looked upon with a great deal of 
favor in many, many countries, and the contributions we have made 
over the years have been deeply appreciated. 

Thank you very much. 


RECIPIENTS OF AID FROM CHILDREN’S FUND 


Senator Green. What is your definition of a child? At what age 
does that child cease to be eligible for this help? In the program that 
you are discussing for the treatment of yaws, where is the line drawn 
as to who gets the shots and who does not ? 

Mr. Wiicox. My understanding is, Mr. Chairman, that assistance 
would be given ordinarily under the age of 18. Now, this may vary 
from country to country, somewhat, but I think that is the normal 
standard. 

Senator Green. Is there no provision in the law with respect to 
defining the recipients of aid from the Fund? 

Mr. Wuicox. That is the custom which the authorities of UNICEF 
follow in practice. I recognize that the age 18 is not always con- 
sidered the age of maturity in different countries, and in our own 
country there is a difference, perhaps. 

Senator Green. Don’t you think that there ought to be an attempt 
to define the terms which you use, which are so fundamental ? 

Mr. Witcox. Well, we can explore that further with the Children’s 
Fund Board. I think, however, the practice is fairly well established 
that 18 is the age. 

Senator GREEN. Do you have an exact definition ? 

Mr. Wucox. I will be glad to take that up with Mrs. Dettinger, 
who is the U.S. Representative on the Executive Board and see what 
progress can be made in that direction. 

Senator Green. As legislators, you tell her we will be glad to have 
a definition. 

Mr. Witcox. We are very careful not to legislate in the United 
Nations. 

Senator Green. But as legislators we have to be very careful about 
definitions. 

Mr. Witcox. Yes, 
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Senator Green. Any further questions? 

Senator Arxen. I wonder, Mr. Chairman, if he could furnish us 
with a memorandum on the subject which has just been discussed 
relating to the age of the child. I can see why, if you started a treat- 
ment at age 17, you might not want to stop the treatment at age 18. 
Could we have such a memorandum ? 

Senator Green. You had better leave that to the witness. You 
want some sort of definition so that as legislators we know what we 
are doing when we act. 

Senator Arken. Just to make sure you and I are not included in the 
definition. [Laughter. } 

Mr. Witcox. We will be glad to furnish that for the record, Mr. 
Chairman. 

(The following statement was subsequently supplied for the 
record :) 


MEMORANDUM ON CHILDREN ASSISTED BY UNICEF 


UNICEF basically extends its assistance to children, pregnant women, and 
nursing mothers. They are generally reached through health centers serving 
mainly infants, preschool children, and mothers; through primary schools, 
through social services for children, and through various community services 
giving education to mothers. UNICEF has no formal age limit. The upper age 
limit of children receiving assistance varies from 12 to 18 years depending on 
the social habits and traditions of the country. 

In the case of campaigns against communicable diseases to which children are 
particularly susceptible UNICEF, in cooperation with WHO, helps governments 
with imported supplies and equipment to carry out national campaigns for the 
benefit of the entire population—children, women, and men. Because of the 
contagious nature of these diseases, children can be protected only if the goal is 
protection of the family and of the entire population. 


Senator Green. Any further questions? Thank you very much. 

Senator Arken. I have no questions. 

(The prepared statement of Mr. Wilcox relating to the United 
Nations Children’s Fund follows :) 


STATEMENT BY FRANCIS O. Wiicox, ASSISTANT SECRETARY OF STATE FOR INTERNA- 
TIONAL ORGANIZATION AFFAIRS, ON UNITED NATIONS CHILDREN’S FUND 


I appreciate this opportunity to appear before the committee today in support 
of the request of $12 million for our contribution to the 1960 program of the 
United Nations Children’s Fund (UNICEF). 

The United Nations General Assembly established UNICEF in 1946 on a 
temporary basis primarily to meet the emergency food and clothing needs of 
children in war-devastated Europe. In 1950, the General Assembly directed 
UNICEF to change its emphasis to carrying out worldwide programs for im- 
proving the health and welfare of children and mothers particularly in econom- 
ically underdeveloped areas. In 1953, the General Assembly, in recognition of 
the importance of UNICEF’S work, established it as a permanent United Nations 
activity. 

Contributions to UNICEF are made on a voluntary basis and the support for 
the program has continued to increase every year. In 1954, there were 60 con- 
tributing governments wheras in 1958 there were 86. Government contributions 
in 1954 were $13.6 million and 1958 contributions and pledges had reached 
$20.9 million. 


AMOUNT REQUESTED FOR U.S. CONTRIBUTION TO UNICEF 


The United States played a leading role in the estblishment of UNICEF 
and has always been the principal contributor to its program. The Congress 
authorized and appropriated $11 million of fiscal year 1959 funds for contribution 
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to UNICEF’s calendar year 1959 program. We are requesting $12 million from 
fiscal year 1960 funds for contribution to the calendar year 1960 program. This 
request is based upon a proposed UNICEF program of $27.9 million to which 
the United States would pledge $12 million in the hope that other governments 
would contribute $13 million, and private sources $2.9 million. 

The percentage of the United States contribution to UNICEF has been grad- 
ually decreasing as contributions from other governments have continued to 
increase. In 1952 the percentage of the United States contribution was 72 per. 
cent, in 1955 it was 60 percent, in 1959 it is 50 percent, and for 1960 a further 
reduction to 48 percent is proposed. Up to the present, this has been a healthy 
development. There are some indications, however, that we may have reached a 
point where future contributions from other governments will increase at a 
much slower rate than has been true in recent years. If this happens, it may 
be necessary to temporarily halt the annual reductions which the United States 
has been making in the percentage of its contribution. We will need to evaluate 
this matter carefully during the coming year. 


UNICEF’S RELATIONSHIP TO WHO AND FAO 


UNICEF programs are supported not only by cash contributions but also by 
local contributions, which in 1958 amounted to $56.5 million. In other words, 
for each $1 allocated by UNICEF in 1958, receiving countries committed an aver- 
age of $2.50 to carry out the programs. These local contributions include services 
of local personnel, transportation, and locally available supplies, equipment and 
facilities. This large-scale local support indicates the importance with which 
assisted governments view UNICEF programs. 

UNICEF works closely with the World Health Organization (WHO) and the 
Food and Agriculture Organiaztion (FAO), which have a worldwide interest in 
matters of health and nutrition. Generally speaking, UNICEF provides the 
supplies and equipment which are not available locally, while WHO and FAO 
provide the technical knowledge and advice requested by assisted governments 
in the planning and execution of programs. Only after WHO and FAO have 
given technical approval to health and nutrition programs are they presented to 
the UNICEF Executive Board for consideration. The three agencies thus pro- 
vide a unified approach in meeting the needs of children. 

One additional point should be emphasized. UNICEF does not start and 
earry out child health and welfare programs. It encourages and assists gov- 
ernments in developing and expanding their own programs which they will 
ultimately be able to carry on without UNICEF assistance. 


PRINCIPAL AREAS OF UNICEF ACTIVITY 


The principal areas of UNICEF activity are— 

1. Basie maternal and child health and welfare services, including the estab- 
lishment of rural health centers and clinics and the training of nurses and 
midwives. 

2. Mass health campaigns against such crippling and killing diseases as ma- 
laria, yaws, tuberculosis, trachoma, and leprosy. 

3. Activities to improve nutrition including long-range child feeding programs 
and the increased production and use of milk. 

4. Emergency assistance for the victims of catastrophes such as earthquakes, 
floods, droughts, and famines, where the welfare of the child population is 
seriously affected. 

IMPORTANCE OF UNICEF 


Members of this committee are, I believe, well aware of the importance of 
this program. They are well aware, too, of the tremendous amount of good it 
accomplishes each year. The need is obvious when one considers that, in the 
underdeveloped areas, 60 percent of the children live in countries where the 
workers average income is less than $100 per year. One example will suffice. 
Many millions of children in the world suffer from trachoma and related eye 
diseases. A great many of them will become blind for lack of proper applica- 
tion of an antibiotic ointment costing about 20 cents for each case. Thus far 
some 5 million people have been treated with this ointment. A somewhat similar 
situation exists with respect to tuberculosis, malaria, yaws, and leprosy. It 
is impossible to calculate the toll of such diseases on individuals and on the 
economic vitality of nations. 
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In 1958, more than 50 million children and nursing and expectant mothers bene- 
fitted from the principal disease control and nutrition programs aided by 
UNICEF. Additional millions gained from services now available at material 
and child welfare centers equipped with UNICEF help. Assistance, provided 
principally in those areas where poverty and disease are common, helps to 
raise health, welfare, and nutritional standards. The significance of this work 
from economic, political, and humanitarian considerations is, in my view, quite 
apparent. I sincerely feel that it is very important for the United States to 
continue our leadership and generous support for this program. 


UNITED NATIONS TECHNICAL ASSISTANCE PROGRAM 


Mr. Witcox. I will be glad to submit for the record a statement on 
the technical assistance program, and if you will permit me, Mr. 
Chairman, I will summarize it very briefly. 

Senator Green. Yes. You mean subsequently or now ? 

Mr. Wiicox. I have a statement which I would like to submit for 
the record on the technical assistance program and, with your permis- 
sion, I will summarize it briefly for the committee. ey 

Senator Green. So ordered, without objection. As long as it is 
placed in the record and a statement is made that it is so presented, per- 
mission is given to file it, and it will not be read here. 

Mr. Wi1cox. I do not need to remind the committee, Mr. Chairman, 
that technical assistance has been an integral part of our foreign policy 
for a good many years. 

By making our technical know-how available to underdeveloped 
countries, we are helping them to help themselves, to stronger econ- 
omies, and better standards of living. 

This will result in greater prosperity for us all and will strengthen 
the prospect for stability and peace in the world. 


AMOUNT REQUESTED FOR U.N. TECHNICAL ASSISTANCE AND SPECIAL FUND 


We are asking for the technical assistance program and the special 
fund of the United Nations, which are very closely related, an authori- 
zation of $30 million from fiscal year 1960 funds to cover our contribu- 
tion to both of these programs. 

The two are integrally related to each other. They are both tech- 
nical assistance programs and, in a very real sense, the new special 
fund has grown out of the old expanded technical assistance program. 


BENEFITS FROM U.N. TECHNICAL ASSISTANCE PROGRAM 


May I just very briefly discuss the technical assistance program, and 
then the special fund. 

The tishnical assistance program was started in 1950, and has de- 
veloped over the years into, I think, a very effective and well-run pro- 
gram. Our participation is helpful in a number of ways. In the 
first place, it costs much less for us to engage in technical assistance 
programs on a multilateral basis than it does on a bilateral basis. We 
get at least twice as much technical assistance per dollar in this pro- 
gram as we do through bilateral channels. 

Some countries are reluctant to take technical assistance from other 
countries. They would much prefer to take it from an international 
organization such as the United Nations. 
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A third thing to keep in mind is that our United Nations technical 
assistance program employs about 1,500 experts from 63 countries, 

Weare very short of experts in many fields, and it is very helpful to 
draw from this vast array of technical assistance experts from other 
countries. 

I think you have examined in detail the nature of this program, 
Mr. Chairman, on other occasions, so that I will not attempt to elab- 
orate on it at this point. 

U.N. SPECIAL FUND 


May I just say a word about the special fund which was established 
January 1, 1959, as an enlargement of the technical assistance program, 
It was proposed by our delegation and was approved by the General 
Assembly and it is now in operation. 

Mr. Paul Hoffman has been named by the Secretary General as the 
managing director of the fund, and it is estimated that in May or 
June the first projects of the fund will be approved by the governing 
council. 

What this special fund would do would be to add both breadth and 
depth to the technical assistance program. It would finance such 
projects as surveys of water, mineral, and potential power resources; 
the establishment, including staffing and equipping, of training insti- 
tutes in public administration; statistics and technology; and of agri- 
cultural and industrial research and productivity centers. 


SPECIAL FUND’S CONTEMPLATED ACTIVITIES 


My estimate would be that the fund’s activities will emphasize rela- 
tively large projects, including those which are regional in character 
and of interest to a number of countries. 

For example, the technical assistance program has many projects 
that run around $25,000. They are very small projects. 

The special fund would handle only larger projects, probably above 
$100,000 in amount. 

Now, we propose that for the U.S. contribution next year that we 
should have available about $30 million for the two programs. Mind- 
ful of the legislative provision with respect to our percentage contri- 
bution, we would, of course, contribute no more than the 40 percent 
provided by law. 


KINDS OF CONTRIBUTIONS TO U.N. TECHNICAL ASSISTANCE PROGRAM 


There are two kinds of contributions which are received by the 
United Nations for the expanded technical assistance program, and I 
want to call this to the attention of the committee because it came up 
last year, and I think may deserve some consideration this year when 
you get down to writing the bill. 

There are two types of contributions received by the United Na- 
tions for the technical assistance program. The first one is a voluntary 
contribution from both developed and less developed countries amount- 
ing to about $30 million annually, and we contribute 40 percent of that. 

The second form is contributions in the form of assessments paid by 
receiving countries toward the local living costs of experts. These 
assessed contributions are computed on the basis of total number of 
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man-days of assistance received. They amount to approximately $3 
million annually. 


PAYMENT OF LOCAL EXPENSES OF PROGRAM’S EXPERTS 


Senator Lauscue. May I raise a question at this time on your last 
statement. You said that when these experts go into a country to give 
help, they are cared for by the country they are visiting. 

Mr. Wicox. Correct. : 

Senator Lauscuer. And does that country then get a credit for the 
cost of that care, on the basis that that has been a contribution to the 
fund ? 

Mr. Wircox. Yes, Governor. There has been in New York a cen- 
tral fund to which all the members have contributed, usually in the 
form of hard currency that can be used for these projects. 

Now, in addition to that there have been these amounts which the 
receiving countries have paid, not to the central fund, but which have 
been used for the cost of experts on the home ground. 

Now, our contributions have been calculated on the basis of the 
central fund account in New York. The House Foreign Affairs Com- 
mittee has suggested, and this is in the committee report last year, that 
the $3 million which is contributed annually for the local living costs 
of experts 

Senator Lauscnr. You have not answered my question. Are the 
local living costs of experts properly described by what I just said 
to you a moment ago? 

Mr. Wicox. Not entirely, sir. 

Senator Lauscue. Will you explain what the local living costs of 
experts cover ? 

Mr. Wiucox. It is a cash contribution which the receiving country 
makes and it is based on the total number of man-days of assistance 
which they receive. 

There are other local costs which are pertinent here, not in this 
particular fund, but local currency costs such as office rent and trans- 
portation costs and things of that kind. 

But this particular fund that I am talking about, this particular 
$3 million, is now contributed to the central fund in New York, and 
is disbursed from there as is the voluntary $30 million which I spoke 
of earlier. 





SUGGESTED CHANGE IN CALCULATING PERCENTAGE CONTRIBUTION TO UNTA 


What the House Members have suggested is that we should be per- 
mitted, by the Congress, in estimating our 40 percent, to add in the 
$3 million in the local living costs, which I have referred to. This 
would enable us to contribute a somewhat larger amount to the tech- 
nical assistance program. 

The House Members felt that inasmuch as this money was con- 
tributed to the central fund, it was only logical and desirable that 
it should be taken into account in making the calculation. 

Now, this committee, I think, last year had some reservation about 
it. I am not sure whether that reservation continues in the minds of 
certain members, but I do feel that the recommendation of the House 
Members was a sound one, and I would hope that the committee would 
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look at this problem again this year to see whether we ought not to 
be permitted to take into account this $3 million in making our 
contribution. 

Senator Green. Will you submit for the consideration of this com- 
mittee language which you think accomplishes that purpose? 

Mr. Witcox. Senator, I do not think we need new legislation. If 
we had your permission in the report to do it this way, this probably 
would be all that we would need. 

Senator Green. We want in writing views and expressions with 
respect to what the administration believes the committee should do, 

Mr. Witcox. Yes, sir. We will be in touch with the staff and make 
the appropriate suggestions. 

Senator Green. Thank you very much. 

Mr. Witcox. Thank you very much. 


EFFECT ON U.S. CONTRIBUTION IF NEW CALCULATING METHOD ADOPTED 


Senator Lauscue. The general rule is that we contribute 40 percent 
of the total amount expended for this objective; is that correct ? 

Mr. Wixcox. That is correct, Senator. 

Senator Lauscur. And the 40 percent is calculated on the basis of 
the total contributions voluntarily made; is that correct? 

Mr. Wiicox. That is correct. 

Senator Lauscur. Now then, this second item amounting to $3 
million does not fall within the definition upon which the 40 percent 
originally was calculated ? 

Mr. Witcox. That is correct. 

Senator Lauscur. If you add the $3 million which you identified, 
we would have to contribute 40 percent of the $3 million, which would 
be $1.2 million more than we would contribute when the 40 percent 
is applied to the old definition of contributions? 

Mr. Witcox. That is correct, Senator. 

Senator Lauscur. So under present facts this would amount to 
$1.2 million more if we were to accept the House view of it. 

Mr. Witcox. It would be $2 million, Senator. The $3 million 
equals 60 percent and the other would equal 40 percent. ‘The reason 
the House Members 

Senator Lauscue. It will be how many million ? 

Mr. Wircox. It will be an increase in the amount of $2 million 
for us because the $3 million would amount to 60 percent, and the $2 
million would amount to 40 percent, making the total of 100 percent. 
You do not take the 40 percent of the $3 million. The $3 million 
which the recipients contribute would be their share, which would be 
60 percent. 

Senator Lauscue. I see. 

Mr. Wucox. But the reason why the House Members felt that it 
would be desirable to add in this $3 million is that in the initial stages 
of the program when the calculations were first made, these contri- 
butions were not sent to New York. They were not included in the 
central fund. 

Now they go through the normal auditing process. They are sub- 
mitted like any other contribution to the central fund, and inasmuch 
as it is done in that way, they felt that it would be logical and desirable 
to count that $3 million in. 











to 
ur 


If 
ly 
th 
ke 


nt 


of 


nt 


, 9 
Id 
nt 


it 
Ti- 
the 


ich 
ble 


MUTUAL SECURITY ACT OF 1959 349 


Senator Lauscur. What about an answer to an argument, if it is 
made, that this is an indirect method of increasing the amount of 
the contribution of the United States? 

Mr. Wicox. Well, it is an increase, Senator, in a way, although 
you could argue that we have not calculated our contribution on a 
fair and equitable basis prior to this time, because we have not taken 
into account legitimate contributions which these other countries have 
made. 

Senator Lauscue. To get the record clear, the House is in favor of 
applying our 40 percent not only to the total amount of the contri- 
butions but also to the assessments ? 

Mr. Witcox. Yes, sir. 

Senator Lauscue. Last year this committee dissented from that 
view of the House and felt that the 40 percent should be applied only 
to the contributions and not to the assessments; is that correct? 

Mr. Witcox. That is correct. 

Senator Lauscnue. And you are now asking that we reconcile that 
difference, and are urging us to accept the House view ? 

Mr. Wixcox. That is correct, Senator. 

Senator Lauscue. All right. 

(The prepared statement of Mr. Wilcox with relation to the tech- 
nical assistance program and special fund follows:) 


STATEMENT BY FRANCIS O. WILCOx, ASSISTANT SECRETARY OF STATE FOR INTER- 
NATIONAL ORGANIZATION AFFAIRS, ON U.N. EXPANDED TECHNICAL ASSISTANCE 
PROGRAM AND SPECIAL FuND 


I appreciate the opportunity to present the administration’s request for funds 
for the U.S. contribution to the U.N. expanding program of technical assistance 
and the special fund for calendar year 1960. 

I do not need to remind this committee that the idea of technical assistance 
has been an integral part of our foreign policy for a good many years. By making 
our technical know-how available to underdeveloped countries we are helping 
them to help themselves to stronger economies and better standards of living. 
This will result in greater prosperity for us all and will strengthen the prospects 
for stability and peace in the world. 

The request before you is for authorization of $30 million from fiscal year 1960 
funds to cover the U.S. contribution to both programs. The two are integrally 
related to each other; they are both technical assistance programs and in a very 
real sense the new special fund has grown out of the old expanded technical 
assistance program. I should first like to discuss briefly the expanded technical 
assistance program. 


Expanded technical assistance program 

This program was established in 1950 largely through U.S. initiative. We have 
considered our participation in such a program advantageous and an important 
aspect of our foreign policy for several reasons : 

1. Sharing the cost of technical assistance projects with other governments is 
more economical for the United States than bearing the total cost alone. Every 
dollar we spend through this program will result in at least twice as much in the 
way of technical assistance as would flow from the dollars we spend through 
bilateral channels. 

2. Many countries, particularly the newly independent and developing nations, 
prefer to request certain types of assistance from an international organization 
of which they are members, and which they help support, rather than from an 
individual foreign government. Most of these countries are, of course, receiving 
large amounts of U.S. bilateral aid as well. However, the existence of a 
multilateral program helps prevent the feeling among small nations that they 
are totally dependent on a single larger nation for their economic growth. The 
fact that we are willing to contribute generously to a multilateral fund as well as 
to carry out our own bilateral programs helps greatly to build good will for the 
United States. 





350 MUTUAL SECURITY ACT OF 1959 


3. The U.N. technical assistance program presently employs some 1,500 experts 
from 63 countries. Many of these experts can offer training and advice in fields 
in which U.S. experts are in very short supply. In addition, experts from one 
country can often be sent to adjacent areas thus reducing the cost of such expert 
services. Likewise training facilities can often be provided in areas close to the 
recipient country, thereby also reducing the cost of assistance. 

4, The technical assistance program of the United Nations is one of the most 
important concrete activities carried out by U.N. organizations. Our role of 
leadership in the United Nations and the specialized agencies has been materially 
strengthened by our active participation in and support of this program. The 
expanded program is carried out by the United Nations and its specialized 
agencies: Food and Agriculture Organization, International Civil Aviation Or. 
ganization, International Labor Organization, International Telecommunication 
Union, United Nations Educational, Scientific and Cultural Organization, World 
Health Organization, and World Meteorological Organization. This year the 
International Atomic Energy Agency is also beginning to participate in the 
program. These agencies provide experts, training both at home and abroad, 
and a limited amount of equipment to underdeveloped countries at their own 
request. The primary emphasis, of course, is in the fields of health, agriculture, 
and education. Assistance is also provided in industrial development, public 
administration, aviation, telecommunications, and other specialized areas. 


Special fund 

The special fund was established January 1, 1959, as an enlargement of the 
already existing technical assistance program. The new fund was proposed by 
the U.S. delegation at the 12th General Assembly in 1957 in the face of sub- 
stantial pressure from a large number of countries for the immediate establish- 
ment of a Special United Nations Fund for Economic Development (SUNFED). 
Largely because of the efforts of the U.S. delegation, the Assembly resolution 
was passed unanimously. We suggested at the time a goal of $100 million for 
the combined expanded technical assistance program and special fund. 

During 1958 an 18-member preparatory committee on which the United States 
was represented, made recommendations for the structure and operation of the 
special fund. These recommendations were approved by the Economic and 
Social Council and by the 13th Session of the General Assembly. The fund was 
established to commence operations on January 1, 1959, with total pledges of 
approximately $25 million from 54 countries available for its first year of opera- 
tion. The first group of projects for financing from the special fund will be 
submitted to the Governing Council of the fund for approval in May or June of 
this year. 

I should emphasize that the special fund is not an international capital de 
velopment fund. Its relatively small resources will be devoted to technical 
projects which provide concentration in depth on surveys, research, and training 
projects of basic importance to successful economic growth. It is expected that 
the special fund will finance projects such as: surveys of water, mineral and po- 
tential power resources; the establishment, including staffing and equipping of 
training institutes in public administration ; statistics, and technology ; and of ag- 
ricultural and industrial research and productivity centers. It is expected that the 
fund’s activities will emphasize relatively large projects including those which 
are regional in nature and of interest to a number of countries. 

Mr. Paul Hoffman of the United States has been appointed by the United 
Nations Secretary General as Managing Director of the Fund. He is assisted by 
a Consultative Board composed of the Secretary General, the Executive Chair- 
man of the Technical Assistance Board, and the President of the International 
Bank or their alternates. This Consultative Board will assure proper coordina- 
tion with the technical assistance activities of the expanded technical assistance 
program and activities of the International Bank. The program proposed by 
the Managing Director will be submitted for approval to the Governing Council 
which is made up of representatives from 18 governments (including the United 
States) elected by the Economic and Social Council. 


U.S. contribution 


It is proposed that the U.S. delegation to the Pledging Conference, which will 
be held during the 14th General Assembly, be authorized to offer for the two 
related programs for 1960 the amount of $40 million toward the total goal of 
$100 million. This would be done with the condition that the total U.S. con- 
tribution to the two programs would not exceed 40 percent of total contributions 
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by all governments to these programs. This is in accordance with the per- 
centage limitation included in the Mutual Security Act of 1958. 

For calendar year 1959 the United States pledged a total of $38 million subject 
to the 40 percent limitation. It is estimated that total contributions from other 
governments will require a U.S. contribution of between $23 million and $25 mil- 
lion for 1959 in fulfillment of this pledge. Last year the Congress authorized and 
appropriated $20 million for our contribution to these two programs with the 
understanding that the U.S. delegation would pledge $38 million with a 40 percent 
limitation. The funds required above the $20 million appropriated are being 
secured from other mutual security funds. 

It is assumed that other governments will continue to increase their con- 
tributions in the future as they have in the past. For 1960 it is estimated that 
the U.S. contribution to fulfill the pledge we propose to make will be about $30 
million and, therefore, authorization and appropriation of this amount is re- 
quested for fiscal year 1960. After pledges from other governments are de- 
termined, any additional funds which might be needed to meet the U.S. share 
of total contributions would be secured from the mutual security contingency 
fund. 

It should be pointed out that there are two types of contributions received by 
the United Nations for the expanded technical assistance program: 

(1) Voluntary contributions from both developed and less-developed countries 
amounting to about $30 million annually. The U.S. contribution is currently 
pased on these contributions. 

(2) Contributions in the form of assessments paid by recipient countries 
toward the local living costs of experts. These assessed contributions are com- 
puted on the basis of the total number of man-days of assistance received. They 
amount to approximately $3 million annually. 

Voluntary contributions and assessed contributions are now treated in the 
same way by the United Nations. In each case the funds are collected by the 
United Nations Controller, placed in the special account for the expanded tech- 
nical assistance program, allocated to the participating organizations and dis- 
bursed by them to meet program expenses. Expenditures are audited by the 
external auditors. 

In applying its percentage formula to the expanded technical assistance pro- 
gram, the United States has thus far matched only voluntary contributions to 
the special account. In other words, we have matched only the first type of 
contribution described above. Recipient governments have been required to 
contribute toward the local living costs of experts since the beginning of the 
program. However, during the past 3 years these contributions have been paid 
into the central account on an assessed basis. As a result, there is now no 
essential difference between the two types of funds. 

Last year the House Foreign Affairs Committee indicated in its report that 
it believed that these cash contributions in the form of assessments could be 
taken into account in applying the U.S. percentage to total contributions. This 
committee did not agree and, as a result, the question was never resolved. We 
hope that consideration can again be given to this problem this year. It is our 
view that these contributions should be taken into account in applying our 
matching formula to the expanded technical assistance program. We do not 
yet know what the local cost arrangements will be for the special fund. If 
they are essentially the same as they are for the expanded program, it would 
seem quite reasonable to take them into account in this case, also. For 1959, 
these local cost assessments are estimated at approximately $3 million for the 
expanded program. 

These local cost assessments are separate and distinct from the project ex- 
penses paid directly by recipient governments. These include office space, 
equipment and supplies, local personnel, transportation, ete., and are estimated 
at about $70 million annually. 

In conclusion I would like to say I firmly believe that the United Nations 
technical assistance program and the new special fund are exceedingly helpful 
to our foreign policy. These activities accomplish a great deal at relatively little 
expense. They have won wide acclaim within the United Nations system and 
the strong support of many groups and organizations in the United States. I 
hope that the committee will agree that the request we are making is a reasonable 
one. 
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Senator Green. Have you concluded ? 

Mr. Wiuicox. Yes, sir. Thank you very much, Mr. Chairman. 

Senator Green. We thank you for your attendance. 

The committee will meet on Monday at 10:30 a.m. in executive ses- 
sion in room F-53 of the Capitol Building. The subject will be the 
mutual security program in the Far East. 

The meeting stands adjourned. 

(Whereupon, at 12:30 p.m., the committee adjourned to meet again 
Monday at 10:30 a. m., May 11, 1959.) 
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MONDAY, MAY 11, 1959 


U.S. SENATE, 
CoMMITTEE ON ForeigN ReEvarions, 
Washington, D.C. 

The committee met, pursuant to adjournment, in executive session, 
at 10:40 a.m., in the committee room, U.S. Capitol Building, Senator 
J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Sparkman, Humphrey, Mansfield, 
Morse, Gore, Lausche, Aiken, and Carlson. 

Also present: John O. Bell, Special Assistant for Mutual Security 
Coordination, Department of Defense. 

The CuatrMan. The committee will come to order. 

I think we had better proceed without waiting for our absent 
members. 

This morning we are very pleased to have Hon. Walter S. Robert- 
son, Assistant Secretary of State for Far Eastern Affairs. Backing 
up Mr. Robertson will be Dr. Raymond T. Moyer, Regional Director 
for Far Eastern Operations, ICA, and Rear Adm. Edward 
J. O'Donnell, USN, Regional Director for the Far East Office of 
the Assistant Secretary for International Security Affairs, Depart- 
ment of Defense. 

Mr. Robertson, I believe you have a prepared statement you wish 
to read. 

I might say that if Dr. Moyer and Admiral O’Donnell have state- 
ments, those will be put into the record, if that is agreeable. Usually 
we do not have them all read; you can paraphrase them and comment 
on them. 


Mr. Roperrson. Thank you, sir. 
The Cuatrman. Secretary Robertson. 


STATEMENT OF HON. WALTER S. ROBERTSON, ASSISTANT SECRE- 
TARY OF STATE FOR FAR EASTERN AFFAIRS; ACCOMPANIED BY 
DR. RAYMOND T. MOYER, REGIONAL DIRECTOR FOR FAR EAST- 
ERN OPERATIONS, ICA, AND REAR ADM. EDWARD J. 0’DONNELL, 
USN, REGIONAL DIRECTOR FOR THE FAR EAST, OFFICE OF 
THE ASSISTANT SECRETARY FOR INTERNATIONAL SECURITY 
AFFAIRS, DEPARTMENT OF DEFENSE 


Mr. Roperrson. Mr, Chairman and members of the committee, 
I welcome the occasion to appear before you at this time in support 
of the mutual security program. 

As this committee is well informed on the political importance of 
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the Far East, I shall confine myself in this statement to the salient 
features of the situation as it stands today, with some indication of 
what it portends. I shall draw your attention once again to the 
incalculable value of the mutual security program as a material sup- 
port to the application of U.S. foreign policy, and to free world 
security, in the Far East. I am convinced that authority for the con- 
tinuation of that program on an adequate scale is indispensable to 
the success of U.S. diplomacy in the Far East in the present world 
conjuncture. 
THE FAR EAST AS AN AREA 


The Far East comprises the land and sea area formed by Japan, 
Korea, China, the Philippines, Vietnam, Cambodia, Laos, Thailand, 
Burma, Malaya, Indonesia, Australia, and New Zealand. More than 
a third of the earth’s population lives there in widely contrasting cir- 
cumstances—freedom and slavery, abundance and poverty, industrial- 
ized urban areas and stone-age tribal communities. It is a farflung, 
diverse, unstable area where a great struggle is going on, the outcome 
of which may well determine whether freedom or communism shall 
prevail in the world. 


COMMUNIST CHINESE THREAT IN FAR EAST 


In discussing the pertinent aspects of our foreign policy in the Far 
East, I shall give special attention to the Communist Chinese aim to 
drive the Chinese Government from Taiwan, bring about a reduction 
of U.S. power and influence in the western Pacific, and bring Asia 
under Communist domination. 

Communist China poses a threat which commands our first atten- 
tion. It controls one-quarter of all humanity and disposes of great 
military manpower. It threatens everywhere and concedes nowhere. 
In close alliance with the Soviet Union, it is making every effort to 
expand by subverting the free countries of the Far East through mili- 
tary threats and pressures, economic warfare tactics, diplomatic and 
political intrigue, infiltration, propaganda and all the other standard 
penetration devices of international communism. The subversive ca- 
pabilities of Communist China are enhanced in the Far East by such 
basic factors as— 

(a) The central dominant geographic position of Red China 
with its huge regimented population in contrast to the much 
smaller countries scattered about its rim. 

(6) The presence in southeast Asia of over 12 million overseas 
Chinese. 

(c) The inadequate regional unity and cooperation existing 
among the free nations of Asia. 

(ad) The inexperience in government and management in the 
free Far East, it being recalled that 8 of the 11 Asian countries 
named above gained independence since 1945. 

(e) Thesurge of nationalism and anticolonialism which is often 
reflected in suspicion of Western countries. 

(f) The sudden transformation of the U.S.S.R. in 40 years 
from a relatively backward country to a modern industrial-scien- 
tific giant. Communist China is now striving to make a similar 
great leap forward but in a greatly compressed period of time. 
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Provided they overlook the disastrous price paid in human values, 
this Communist formula for quick material results can appeal to 
the impatient temper of Asian peoples grasping for the first rung 
of the ladder leading out of age-old poverty and oppression. 


COMMUNIST CHINA’S COMMUNE SYSTEM 


All these factors are fully exploited by the Communists in their 
relentless drive for domination of the Far East. In pursuing their 
ambitious material goals, the Chinese Communist leaders have cal- 
culated that their program would be unattainable without transform- 
ing the Chinese people into complete and unthinking tools of the state. 
To this end they have organized with particular intensity over the 

ast year virtually all of mainland China’s peasantry into communes. 
Pinder this appalling system, which is liquidating family life and 
destroying all human values, the people are turned into mere robots 
serviceable to the state for whatever tasks it assigns. What is even 
more ominous is the militaristic character of the commune system. 
Using the pretext of American aggression and to the accompaniment 
of a strident anti-American campaign, the Peiping regime has drafted 
the entire adult population both inside and outside the communes into 
a “peoples militia,” organized on regular military lines. This peoples 
militia supplements the regular Chinese Communist armed forces 
totaling 2.5 million men and a million-strong public security ap- 
paratus. 


PEIPING’S ATTITUDE AS EVIDENCED IN FOREIGN POLICY ACTIONS 


Meanwhile, there is an increasing arrogance in Peiping’s outlook 
on the world. It appears to care less and less about the opinions of 
outside countries. It is developing a dangerous overconfidence. It 
does indeed feel that the “East wind will prevail over the West” and 
that communism is the “irresistible wave of the future.” 

All this was evidenced in their foreign policy actions over the past 
year. 

The first sign in 1958 of Peiping’s harsher line appeared in April 
when it launched a campaign of all-out economic warfare against 
Japan. It severed economic and cultural relations with Japan just 
before the Japanese elections. It seized Japanese fishing vessels off 
the China coast. It suspended repatriation of Japanese nationals. It 
called openly for the defeat of Japan’s Liberal Democratic Party in 
the May elections. All this failed of its immediate purpose. Peiping 
then carried its campaign against Japan a step further. It urged 
overseas Chinese merchant communities, which are highly influential 
in the commercial life of southeast Asia, to boycott Japanese goods. 
At the same time it flooded southeast Asian markets with Red Chinese 
products at cutrate prices. This was done to gain foreign exchange, 
of course, but also it was done to drive Japan and other countries out 
of southeast Asian markets and to penetrate the countries of the area 
politically with economic weapons. 


QUEMOY CRISIS 


In mid-July Peiping launched a new drive to seize Taiwan. The 
massive shelling of the Quemoy Islands which opened on August 23 
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and all subsequent events are too fresh in our minds to bear repeating, 
but I do wish to underline some of the lessons of that recent crisis. 

The Chinese Communists are out to get Taiwan, not the offshore 
islands. They have clearly demonstrated by word and deed that they 
will oppose any solution to the offshore islands problem which does 
not serve the Communist objective of acquiring Taiwan and eliminat- 
ing free China whose existence is a major obstacle on communism’s 
path of expansion. The Communists are embarked on an intensive 
campaign against the Republic of China, involving military, political 
and psychological pressures which can be applied in varying combina- 
tions as may be most tactically expedient. 

It is absolutely certain, I believe, that if the United States were to 
fall back in the face of such threats as those contained in Peiping’s 
artillery assault against Quemoy or in Khrushchev’s crude, insulting 
letter to the President (which the President rejected), that would 
merely confirm the rules of the bloc in their suppositions regarding 
the efficacy of force and threats. Not only would this induce further 
Communist probings in the Far East, but it would also magnify the 
risks of war. That is why, during the height of the Quemoy crisis, our 
friends in the Far East were so anxious that we stand firm and why, 
if we do not stand firm, they may feel compelled to reevaluate their 
positions accordingly. I think we can say with all realistic modesty 
that our friends in the Far East look to us as the main counterpoise 
to Communist expansionism. As the London Economist stated last 
autumn about the attacks on Quemoy: 

It is the complete disappearance of the American presence from the scene 
that the Communists are after. And whether anti-Western feeling and neutral- 
ism are weak or strong in these Asian countries, and whatever their public 


postures, they know well enough that if the eagle once takes flight, the 
dragon—and perhaps the bear, too—will have to be propitiated. 


COMMUNIST CHINA’S SUPPRESSION OF FREEDOM IN TIBET 


The shocking suppression of freedom in Tibet by Communist China 
gives dramatic point to this mounting arrogance. Peiping has over- 
thrown the established Government of Tibet and taken up arms 
against the Tibetan people. Communist China in this bloody and 
unprincipled action has shown its true face to its Asian neighbors. 

The foregoing developments and opinions attest to the fact that the 
threat of Red China has never been so broad and ominous as it is to- 
day. It emphasizes anew the challenge posed to our way of life. 


U.S. POLICY IN FACE OF CHINESE COMMUNIST THREAT 


Since the Communist regime in China is unlikely to be replaced in 
the foreseeable future and is most unlikely to be alienated from the 
U.S.S.R., our principal means for dealing with the threat it poses 
will continue to be— 

(a) by maintaining an adequately strong U.S. military pos- 
ture to deter, and if necessary, to counteract Communist aggres- 
sion: 

(6) By continuing to help build up the military, political, 
and economic strength of the free Far East as rapidly as feasible; 

(c) By exerting such means (i.e., nonrecognition of Red China 
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and opposing its seating in the U.N.) as are available to us to 
check the growth of Chinese Communist power and influence. 


SITUATION IN THE FAR EAST TODAY 


The free countries of Asia face vastly complex problems in the de- 
velopment of their political processes and in attaining economic 
growth. They are desperately seeking to maintain and consolidate 
their independence. They look to the United States for assistance, 
not only because of our great military and economic power but also 
and more importantly because ‘they know that we share their objec- 
tives of promoting independence, human values, and i improved condi- 
tions of life. They know, and we know, that our security and progress 
are related to theirs. 

All the countries of the Far East have come in recent years to have 
a far keener understanding of the nature of the Communist menace 
and with our help, which they urgently need, they are year by yea 

lacing themselves in a better position to meet the threats and diff 
culties that beset them. Grave problems remain, and there are no 

rounds for complacency. However, the situation today in the Far 
Fast | is a marked improvement over that prevailing several years ago 
when the area was wracked by wars and widespread i insurgency, ac- 
companied by the loss to communism of Tibet and North Vietnam. 


ROLE OF AMERICAN AID PROGRAM IN THE FAR EAST 


Since 1954 no free territory has fallen under Communist domina- 
tion in the Far East. The countries of free Asia have since then en- 
joyed a degree of security that enables them to concentrate some of 
their energies on the task of economic growth and development. This 
has released the positive and constructive energies of the peoples of 
Asia. /But for United States foreign policy ‘and its indispensable 
support, the mutual security program, it is certain that a number of 
Far Eastern countries would now be part of the Communist empire. 
This main result of our policy, the existing freedom of the non-Com- 
munist countries of the Far Kast, is well worth all that it has cost. 
The effort and the price of foreign aid should be measured in terms 
of the value of the main result. Mistakes and shortcomings in the 
administration of the mutual security program must not be allowed 
to obscure the enormous contribution it has made in helping achieve 
the major objectives of our foreign policy. 

The role of American aid in ‘the Far East varies according to the 
special situation in each recipient country. It is determined by need, 
by the state of our relations with the country, by the nature of its 
foreign policy, and by our foreign policy objectiv es respecting it. 
Aid is essential to help friendly countries in the Far East grow in 
strength and retain their national freedom. 

We assist the embattled divided countries—Korea, Vietnam, 
China—with all forms of aid to the extent of their essential need so 
far as our resources permit. These three countries, each a frontline 
defense against the forces of international communism, receive the 
bulk of defense support aid to the Far East and extensive military 
and other forms of assistance. 

We assist other countries in the Far East with which we have se- 
curity arrangements, except Australia and New Zealand, with mili- 
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tary and economic aid to lend strength to their defense posture in all 
its aspects—political, military, economic. ‘These countries include 
Japan, the Philippines, and Thailand. 

We extend assistance of one kind or another also to c ountries which 
have a foreign policy of neutrality, because each of them is friendly 
and wishes to remain nationally independent. Their continued in- 
dependence is important to the security of the free world. Our aid 
to each such country is extended within a carefully considered frame- 
work of recognized common interest, all factors considered, including 
the existence of any Communist bloc aid or credits to the same 
country. 

COMMUNIST BLOC AID IN FAR EAST 


So far, only three Far Eastern countries—Burma, Indonesia, and 
Cambodia—have accepted Communist bloc aid. U.S. aid to these 
three countries helps them to avoid becoming unduly dependent upon 
bloc aid. 

The adoption by the bloc of aid techniques substantively similar 
to ours reflects the Communist estimate of the effectiveness of our 
aid programs as an instrument of our foreign policy. It must be said 
too that the Communist ability to intrude their politically fashioned 
aid programs into the free world portends internal trouble for any 
recipient country unable to restrain organized Communist subversion 
within its boundaries. Every one of the “neutral” countries has 
cause for alarm over the organized Communist activities which may 
now give moment: iry support to the existing government. but have 
the ultimate purpose of supplanting it with a Communist government 
under alien control. 


ECONOMIC DEVELOPMENT FRONT 


I wish to dwell for a moment on the importance of the economic 
development front in the struggle with international communism. 
In the Far Ez ast, as IT have previously stated, a number of countries 
are newly sovereign, inexperienced in the arts of national government, 
and confronted with an urgent popular demand for r apid economic 
growth and development. ‘Economic development does not of itself 
produce political and social stability. Stability presumes confidence 
in government and a sense of national unity. It is rather a dynamic 
and can be a disturbing process, displacing much that is old in outlook 
and custom to make way for the new. 

However, in the present world scene, a respectable rate of economic 
development is a political issue in every underdev eloped country with 
the Communist alternative promising “get rich quick” schemes held 
before the people by Communist propaganda, Economic develop- 
ment, with an attendant upward trend in living st: andards, has there- 
fore become indispensable to popular confidence in non-Communist 
government. It is therefore imperative that the Development Loan 
Fund be supplied with adequate funds to play well its crucial part in 
resolving this issue in favor of the free wor fa. 


I am convinced that authorization and appropriation of the amount 
proposed for the fiscal year 1960 is of vital importance to our na- 
tional interest. 
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ALLOCATION OF MUTUAL SECURITY REQUEST FOR FISCAL YEAR 1960 


For the countries of the Far East region, mutual security assistance 
requested for fiscal year 1960 amounts to $1,160 million. Aside from 
$36.7 million for technical cooperation and $3.7 million for special 
assistance activities, the 1960 request for the Far East is about evenly 
divided between military assistance and defense support. 

More than two-thirds of the $567 million proposed for military 
assistance is for the maintenance of existing military forces—the 
provision of spare parts, overhaul, and upkeep of equipment, replace- 
ment of items beyond repair, and various other forms of logistical 
support. Less than a third of the military assistance request is for 
force improvement—newer planes, tanks, weapons, naval craft, and 
the like. These newer items are not what would be classed as ad- 
vanced weapons and equipment; rather, they are conventional items 
needed to modernize and to increase the defensive capability of the 
conventional forces which are so vital to free world security in this 
aren. 

Almost 80 percent of the $553 million requested for defense sup- 
port is for nonproject assistance. Somewhat more than one-half of 
the local currencies generated by the sale of these commodity imports 
are peered to be used for direct support of the military effort; 
the balance will be used for economic purposes. The remaining 20 
percent of the defense support request is for a minimum amount of 
project aid, primarily in the fields of transportation and electric 
power, but also in agriculture, health, education, community develop- 
ment, and public administration. Requirements for projects which 
the countries need in order to promote economic growth beyond this 
minimum level will have to be met from the Development Loan Fund 
or from other sources. 

The classified country breakdown of the regional figures is shown 
on the large easel chart. 

The other witnesses and I will be glad to answer questions pertain- 
ing to them and the country programs. 

As the chairman has indicated, Rear Adm. E. J. O’Donnell, USN, 
Far East regional director in the Department of Defense, and Dr. 
Raymond T. Moyer, ICA Director for the Far East, have prepared 
statements which give the highlights of the important programs of 
military and economic assistance for the Far East. In accordance 
with the committee’s wishes, these statements have been submitted for 
insertion in the record. 

(The prepared statements referred to are as follows. An additional 
classified statement submitted by Rear Admiral O’Donnell is in the 
committee’s files. ) 


STATEMENT OF RAYMOND T. Moyer, REGIONAL Director FoR Far East, INTERNA- 
TIONAL COOPERATION ADMINISTRATION 


Mr. Chairman and members of the committee, I appreciate having an op- 
portunity to present for the record a statement covering the U.S. programs 
of economic and technical assistance in the Far East. 


COUNTRIES RECEIVING ECONOMIC AND TECHNICAL AID 


As seen on page 8 of the Far East presentation book, the green book, 10 
countries of this region receive assistance under these programs. This assistance 
includes the large programs in Korea, China (Taiwan), and Vietnam, where 
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help is given in meeting a wide variety of problems in many segments of the 
economy, enabling these countries to support their large military forces without 
serious economic consequences. Economic assistance on a smaller scale, also 
supporting a military effort, is given in Cambodia, Laos, the Philippines, and 
Thailand. In Japan assistance is being given to a relatively small but very 
important productivity program. In Indonesia, the program is mainly one of 
technical cooperation, supplemented with some special assistance; and in Burma, 
loan aid has been given under special assistance, making a contribution toward 
helping that country solve certain of its major problems. 

In fiscal year 1960, for support to continuing phases of these programs 
a total of $593.4 million is proposed. As in past years, this is made up largely of 
defense support aid, for which $553 million or 93 percent of the total is re- 
quested. For technical cooperation the amount is $36.7 million; for special 
assistance it is $3.7 million. 

DEFENSE SUPPORT 


Aspects of the defense support aid in these programs that directly involve 
military considerations have been developed in consultation with U.S. Military 
Assistance Advisory Groups in the respective countries and with the Department 
of Defense in Washington. 

As in past years, a high percentage of the total funds is for assistance to 
Korea, China (Taiwan), and Vietnam. These three countries, situated around 
the periphery of Communist China, face extraordinarily serious economic and 
financial problems in meeting essential costs of efforts related to their defense. 
The proposed total for them is $485 million, representing about 82 percent of 
the amount for the Far East as a whole. 

Taking first the $553 million defense support component of the proposed as- 
sistance in the Far East, $437.3 million, or almost 80 percent, is planned to be 
used in the form of nonproject aid. Of this amount, $101 million is expected 
to be used for surplus agricultural commodities under section 402. Other ag- 
ricultural products, also included, bring the amount for such commodities to 
about one-third of the total nonproject aid. Capital items, bought by private 
interests and used in improving and expanding local private industrial enter- 
prises, are expected to account for another $68 million. The balance, represent- 
ing approximately 50 percent of the total, will be used for industrial raw ma- 
terials, fuels, and consumption goods. Somewhat more than half of the local 
currencies generated by the sale of these commodity imports are expected to be 
used for direct support of the military effort; the balance will be used for eco- 
nomic purposes. 

For project aid under defense support, the amount proposed is $115.7 million. 
This is approximately the amount being made available for projects in fiscal 
year 1959, but it is around $100 million less than the amount of project assist- 
ance under defense support provided on an average for the 3 years before the 
Development Loan Fund was established. The proposed $115.7 million for proj- 
ects under defense support is believed to represent that minimum level which 
will enable the friendly countries being aided to make the economic and social 
progress required to continue their contribution to the common defense and 
meet the increasing requirements of their growing populations. Assistance 
required for economic growth beyond that minimum amount is expected to 
come from the Development Loan Fund or other sources. 

Of this $115.7 million, close to 40 percent is planned for projects in transpor- 
tation, significant both from military and economic standpoints. Projects ex- 
panding electric power also will require a substantial share. The remaining 
funds will be devoted largely to projects in such fields as agriculture, health, 
education, community development, and public administration, aimed at help- 
ing to create the internal environment essential to the maintenance of security 
on a sustained basis. 

This $553 million in defense support proposed for fiscal year 1960 is $18.7 
million higher than the requirements in fiscal year 1959 as currently estimated. 
The increase is due to certain requirements that are new to the program, and 
to the need for strengthening weak spots left with the low levels of aid in fiscal 
year 1958 and fiscal year 1959. 


TECHNICAL COOPERATION AND SPECIAL ASSISTANCE 


The total recommended in “Technical cooperation” also is somewhat above 
the amount being made available in fiscal year 1959. Over the past 2 years, this 
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type of assistance has been kept at a minimum level in the Far East, while proj- 
ects in past programs have been undergoing careful review and adjustment. 
We believe, now, that countries in this area are in a position to use the pro- 
posed additional amounts effectively. Moreover, we believe that in general it is 
in the U.S. interest to make available as much in technical cooperation as the 
United States can provide and the country can effectively use. This is partic- 
ularly true in those countries where defense support assistance is being made 
available in large amounts, since it is clearly in the U.S. interest to help them 
develop the ability to use with maximum effectiveness not only this assistance 
put also their own resources. 

The $3.7 million in Special assistance will provide financial help to special 
programs in two countries. 


ILLUSTRATIVE COUNTRY PROGRAMS 


It is difficult, in a brief statement, to present a comprehensive picture of all 
the programs in which these funds are to be used, and of the many important 
facts concerning them which might be of interest. Toward giving such a pic- 
ture, however, there follow stories of 3 of the 10 programs in the Far East, illus- 
trating important different types. 

These three are in Vietnam, the Philippines, and Indonesia. Because so large 
a percentage of the total funds goes for the group of countries which Vietnam 
illustrates, the story of that program is given in greater detail. 


1. Vietnam 


The program of U.S. economic and technical assistance to Vietnam has been 
designed, to the extent necessary, to help the Government of Vietnam maintain 
reasonable economic stability in the face of heavy spending for military pur- 
poses, and to move forward gradually with constructive activities adequate to 
maintain internal security in the face of Communist efforts to create discontent 
and organize activities aimed at subversion within Vietnam. 

Aid given in support of this program is predominantly under defense support, 
but assistance provided under technical cooperation also is important. Of the 
amounts that have been made available under defense support, approximately 
80 percent has been in the form of nonproject aid. This has financed the import 
of salable commodities needed by the economy which Vietnam could not finance 
out of its own foreign exchange, and which generated the local currency given 
for the direct support of Vietnam’s military forces and for economic projects. 
Out of the local currency thus generated, Vietnam’s military forces have been 
provided with the equivalent of about $160 million annually, on the average, 
over the past several years. The commodities, from which the local currency 
was derived, consisted not only of consumption goods and fuels, but included 
capital equipment and industrial raw materials as well. Thus, in addition ta 
maintain economic stability and supplying local currency assistance, this part 
of the program has enabled private Vietnamese interests to purchase industrial 
equipment abroad, thereby making a contribution to development under private 
enterprise and the achievement of a greater degree of self-sufficiency. 

The remaining 20 percent of defense support funds has been used to meet the 
dollar costs of goods and services required for certain agreed projects. In re- 
cent programs more than half of the funds for this element in defense support 
assistance has been used to improve and construct highways, airfields, canals, 
and harbor facilities, having military as well as economic significance. Three 
major highways are now under construction. One of these will provide an ade- 
quate route leading out of Saigon to points north and west. The other two will 
provide ready access from coastal areas, north of Saigon, to new settlements 
being established on Vietnam’s high plateau. All are important for security 
reasons. Other important projects include the assistance given in training and 
equipping the civil police, and in expanding activities in agriculture, health, 
and education. 

Technical cooperation, though representing much smaller amounts of money, 
also has played an important role in U.S. assistance to Vietnam. With this 
assistance, an effective agricultural college at Blao has been built up, and sub- 
stantial progress has been made in establishing an agricultural extension service. 
New crop varieties and improved breeds of poultry and swine have been intro- 
duced. Technical help has been extended in improving elementary education and 
in training teachers for the rapidly increased number of schools, which are still 
expanding. A particularly significant project has been the assistance given 
under a university contract in establishing a National Institute of Administra- 
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tion, with a well-conceived program to provide trained personnel and do some of 
the research needed to help the recently independent Government of Vietnam 
handle more effectively its heavy responsibilities. 

In another form of U.S. aid, the Development Loan Fund thus far has ap- 
proved a $19.5 million loan for improving the water distribution system in the 
Saigon area, and has other loans under consideration. 

Progress made by Vietnam with help in these programs is seen in the economic 
and financial stability which it has maintained in the face of the heavy spend- 
ing that has been necessary in repairing the damage caused by war, and in 
meeting the recurring cost of measures taken to resist the constant threat from 
the Communist enemy to the north. Much of the necessary rehabilitation now 
has been accomplished. Emergencies likewise have been dealt with success- 
fully. One of these arose in the movement to South Vietnam of some 800,000 
refugees seeking freedom, as the Communists took control in the north. With the 
completion of projects undertaken to deal with emergencies and rehabilitation, 
and with some reduction in the cost of the armed forces, it has been possible 
to reduce defense support aid from the average of more than $250 million for 
the 3-year period, fiscal years 1955-57, to the substantially lower figures expected 
to be required in fiscal years 1959 and 1960. 

Another important element in the progress which Vietnam has made is seen 
in the foundations that have been laid for its longer range development. Peace 
and order, the first basic requirements, have been established in all but a few 
areas. Means of transportation also have been significantly improved, and prog- 
ress has been made in building up trained personnel. Problems now are ap- 
proached with greater confidence and maturity. 

On the other hand, only a beginning has been made in the long process through 
which Vietnam must go before it develops the capability to meet its economic 
needs out of its own resources, if the present burden entailed in supporting large 
defense forces continues. Illustrative of the economic and financial difficulties 
which still remain is the fact that, for its fiscal year 1958, total estimated ex- 
penditures of the Government for military and other purposes exceeded by 
almost 85 percent its total estimated revenues, excluding U.S. aid. Total de- 
fense expenditures would have utilized approximately 70 percent of Vietnam’s 
domestic revenues if fully met from that source alone. Funds remaining for all 
other purposes of the Government, for the whole of Vietnam, would have 
amounted to only $76 million. Exports for the same year are estimated at $53 
million, in contrast with imports estimated at $230 million. Clearly, no prospect 
yet is in sight that—without continuing aid in very substantial amounts— 
Vietnam can survive as a free and independent nation. 

For fiscal year 1960, therefore, it is proposed that defense support assistance 
be continued in the minimum amount necessary for the purposes it now serves, 
Approximately 80 percent of the total will again be used as nonproject aid to 
finance essential imports, calculated as the amount needed to meet the gap in 
foreign exchange available to Vietnam for this purpose, and to generate the local 
currency required to supplement Vietnam’s domestic revenues in meeting the 
costs of essential military and other activities. The commodities imported 
under this part of the program will be similar to those financed in past programs, 
although there will be more emphasis on capital goods and less on items for 
consumption. 

The remainder, or about 20 percent of the total, will be used to finance im- 
ported supplies, equipment, and services for projects, aimed at laying foundations 
for a more rapid development, and at creating the conditions which will help 
maintain political stability in the face of Communist efforts to discredit the Gov- 
ernment and arouse discontent. More than half of this part of defense support 
aid will again be used for highway and bridge construction, the rehabilitation 
of inland waterways, and the improvement of aeronautical ground facilities. 
Substantial amounts also will be used for projects developing health services, 
expanding medical education, improving agricultural production, and strengthen- 
ing the civil guard. 

Technical cooperation projects will continue assistance to government efforts 
improving its services in agriculture, health, and education, and to the effective 
program under a university contract designed to improve public administration. 
An increased amount will be devoted to the Industrial Development Center, and 
to other projects encouraging small industry under local private enterprise. 

It is assumed that the Development Loan Fund will be available for projects 
in economic development looking toward the longer range future. Small amounts 
will be provided under Public Law 480, 
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2, The Philippines 


The economic and technical assistance given in the Philippines is an example 
of the several Far East programs in which the U.S. aid is related directly to the 
country’s defense effort, but relatively limited in the range of the problems toward 
which it is directed. It falls under defense support coupled with technical 
cooperation. 

The defense support component of this assistance in the Philippines, more 
specifically, is designed (1) to help build a sounder base for internal security, 
through programs advancing its economic and social development; and (2) to 
provide local currency support for the construction of important military facili- 
ties of interest both to the Philippines and the United States. An increasingly 
large percentage of the aid to the Philippines, during recent years, has gone for 
the second of these purposes. In fiscal year 1959, for example, it is expected 
that approximately $9.5 million of the $15 million in defense support will be 
provided in nonproject aid, mainly for surplus agricultural commodities under 
section 402 generating local currency which then is used for the support of such 
projects. 

To help the Philippines develop a stronger economic base for its internal 
security, financial aid under defense support also has been given for the improve- 
ment of highways and harbors, for extensive surveys of the country’s very con- 
siderable mineral resources, and for the stimulation of local private investment 
in small industries through an Industrial Development Center. Financial as- 
sistance also has been given to a nationwide program of community development 
started under the late President Magsaysay, and to other projects improving the 
living conditions of the people such as agricultural credit and cooperatives, rural 
health units, and irrigation facilities. Through aid to projects of these kinds, 
help is given the Philippines in its effort to create the internal stability without 
which other defense measures would be of relatively little value. 

Technical cooperation also has played a very important role in the Philippines 
program. This has included substantial help in strengthening educational insti- 
tutions of higher learning, and vocational schools in agriculture and industry 
located throughout the Islands. Technical assistance also has been given 
in strengthening the Philippine Department of Highways, in developing a pro- 
gram of agricultural credit and cooperatives, in strengthening the agricultural 
extension service, and in improving health facilities and services. An important 
project has been the assistance given in establishing an Institute of Public 
Administration through which training now is being given to some 300 under- 
graduate and graduate students per year. 

In these activities it frequently is the case that assistance under defense 
support and technical cooperation supplement each other, and that they are 
combined in a broader effect to accomplish the overall objectives of the pro- 
gram. Through this combination of assistance there have been impressive ac- 
complishments. As examples: An Agricultural Tenancy Commission and a Court 
of Agrarian Relations have been established which have effectively settled a 
large number of cases in dispute between landowners and tenants in the agra- 
rian reform program; 4-H clubs have been organized with a total membership 
of more than 120,000 boys and girls; more than 50 million animals have been 
vaccinated against prevalent diseases, and rinderpest has practically been 
eliminated from the Philippines; 463 farmers’ cooperative marketing associa- 
tions, with 281,557 members in more than 12,000 barrios, have been organized. 
Also, surveys of mineral resources have identified or more clearly defined de- 
posits of chromite, manganese, copper, nickel ore, petroleum, and coal; approxi- 
mately 650 miles of highways were improved or were under repair or construc- 
tion as of June 30, 1958; rapid progress has been made in the eradication of 
malaria, and more than 1,300 rural health units have been established. Im- 
provements in internal conditions brought about through progress in such 
activities may reasonably claim some part of the credit for the fact that the 
Communist-dominated Huk movement now has been largely eliminated. 

On the basis of progress in these activities it has been possible, over the last 
2 years, to reduce substantially the amount of assistance given them and to 
meet the increased requirement for military construction projects without an 
increase in the overall level of aid. 

Progress in solving the Philippines’ overall economic problems, however, has 
not been equally encouraging. Prices have risen and foreign exchange has 
been seriously short. Development has not proceeded at a rate providing 
adequate employment for the people. 
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Of the defense support aid proposed for fiscal year 1960, approximately 87 
percent is in the form of nonproject aid, largely for surplus agricultural com- 
modities generating local currency. A major part of this local currency will 
be applied to military construction projects. The remaining 13 percent of the 
defense support assistance will be used to finance the dollar costs of assistance 
to projects largely related to rural improvement, giving continuing support to 
this vital part of the program. The technical cooperation funds proposed are 
planned for continuing support to activities along the lines of recent programs, 
largely in agriculture, industry, health, and public administration. With this 
combination of assistance under defense support and technical cooperation, aid 
to the Philippines will be continued in meeting certain urgent problems con- 
nected with its defense effort, and in helping to train the personnel and establish 
the institutional framework under which its economy can grow and eventually 
sustain itself without external aid. 

To meet its larger overall economic problems, including the need for capital 
to finance its long-range economic development, it is expected that the external 
aid which the Philippines may need will come from other sources, such as private 
investment, the Export-Import Bank and the Development Loan Fund. 


38. Indonesia 


U.S. economic and technical assistance to Indonesia may serve as an ex- 
ample of those programs in the Far East where the principal emphasis has been 
on technical cooperation, supplemented with modest amounts of financial aid 
under special assistance. It is designed, in the case of Indonesia, to assist in 
strengtheniag some of the foundations which are essential to the more rapid 
progress in economic and social development which Indonesia needs in order to 
assure that its newly acquired freedom and independence will be firmly secured. 
Specifically, this program has been aimed at helping to develop trained per- 
sonnel, eradicate malaria, maintain peace and order, and work out measures lead- 
ing to improvement in education, agriculture, health, and industry. 

Under technical cooperation, about a third of the assistance has been used 
to finance contracts between educational institutions in Indonesia and the 
United States. This assistance has been aimed at helping strengthen programs 
in the fields of medicine, agriculture, engineering, science, and vocational edu- 
eation, through which Indonesia will train the very great number of its citizens 
on which it must depend to develop its extensive natural resources and provide 
for the needs of its 87 million people. One contract, strengthening the leading 
medical school in Indonesia, will have accomplished its mission and will termi- 
nate by the end of fiscal year 1960. As part of our assistance in helping Indonesia 
to secure the trained personnel needed, some 1,600 technicians and administra- 
tors have been sent abroad for training since 1951; of these about 1,400 will have 
returned by the end of the current fiscal year. 

In other phases of the program, both technical assistance and financial help 
have been extended to projects aimed at eradicating malaria throughout the 
country, and at training and equipping its civil police. Under a $15 million line 
of credit established during fiscal year 1958, diesel electric power units are now 
being procured for some 40 of Indonesia’s smaller cities, largely outside of Java; 
and engineering work is expected to start shortly on a highway through central 
Sumatra. 

In other forms of U.S. aid, the Export-Import Bank earlier extended for 
economic projects a $100 million line of credit, which now is fully utilized. Also, 
a Public Law 480 sales agreement providing surplus agricultural commodities 
valued at $96.7 million was signed in 1956, and a second agreement is expected 
to be signed soon. A substantial proportion of the local currency accruing under 
both will be made available for economic purposes, in part, under the second 
agreement, on a grant basis. The Development Loan Fund has approved two 
projects totaling $9 million. 

The assistance thus far given, we believe, has helped Indonesia to make signifi- 
cant progress in taking certain fundamental steps, needed now, which are laying 
essential foundations for its longer range development. However, with territory 
and a large population scattered over an area as wide as the United States from 
its Atlantic to its Pacific coasts, much more remains to be done even in this 
limited sphere. Effective solutions are not yet in sight for Indonesia’s serious 
current economic problems, arising out of its economic and financial instability 
and its need to make more rapid progress in development. 

An important disturbing factor in this situation is the very considerable in- 
crease during the past year in economic aid to Indonesia from Communist 
sources. In total such assistance now amounts to approximately $200 million, 








y 87 
‘om- 
will 

the 
ince 
t to 

are 
ums, 
this 

aid 
Con- 
lish 
ally 


ital 
rnal 
vate 


ex- 
een 

aid 
t in 
ipid 
r to 
red, 
per- 
ad. 


ised 

the 
ams 
~du- 
‘ens 
ride 
ling 
*mi- 
esgia 
tra- 
ave 


ielp 
the 
line 
10W 
va; 
tral 


for 
180, 
ties 
‘ted 
der 
ond 
two 


nifi- 
ing 
ory 
rom 
this 
ous 
lity 


in- 
nist 
ion, 


MUTUAL SECURITY ACT OF 1959 365 


largely from Soviet Russia, Communist China, Czechoslovakia, and East 
Germany, for a variety of purposes including industrial plants, freighters and 
tankers, highway projects, and rice and textiles for consumption. The bloc also 
has furnished military aid totaling almost $170 million. 

The U.S. aid proposed for fiscal year 1960 provides for continuing assistance 
to a program of the same general scope as in the past. Of the assistance pro- 
posed under technical cooperation approximately one-third is planned to con- 
tinue aid improving Indonesia’s educational institutions, in medicine, engineer- 
ing, agriculture, teacher training, and vocational education. About an equal 
amount is programed to finance training of Indonesians abroad. The balance 
is intended largely for projects looking toward improving techniques and 
strengthening personnel in agriculture, industry, mining, and government. 
Under special assistance, a modest amount of financial aid is proposed as a 
necessary supplement to make effective on a wider scale the technical assistance 
being given to the civil police, vocational education, interisland shipping, and the 
development of Indonesia’s natural resources. 

To help meet Indonesia’s larger needs for economic development it is expected, 
as in the past, that aid from U.S. sources will continue to come mainly from 
private investment, the Export-Import Bank, and the Development Loan Fund. 


DEVELOPING A MUTUALLY SATISFACTORY RELATIONSHIP WITH HOST COUNTRIES 


In concluding this statement I would like to refer briefly to two aspects of 
these programs on which questions often are raised. The first of these is the 
problem involved in developing a mutually satisfactory relationship with host 
countries in the program. 

Quite clearly this relationship, on the one hand, must be satisfactory to the 
countries themselves. They are the soverign authorities. We are not operating 
in U.S.-controlled territory ; the objectives we seek can be attained only through 
cooperation, willingly entered into, between the country and ourselves. The 
Communist technique is to weaken existing governments, in the end taking over. 
Democracies such as ours must operate in ways that are consistent with our 
system, exerting our influence through persuasion and education. Effective 
persuasion and cooperation, however, are not always achieved easily. The ability 
of our own people to understand and do what will most effectively achieve them 
varies greatly. 

Moreover, newly independent countries are understandably sensitive, still re- 
membering their humiliations under colonial control and remaining to a degree 
fearful and suspicious. Often they lack experience in handling the responsibili- 
ties independence has thrust upon them, and a knowledge of basic matters 
involved in decisions they have to make. Of very great importance, also, they 
may be motivated by considerations quite different from our own, arising not 
only from differences in national policies but from the philosophies, customs, and 
habits which have shaped their attitudes over long centuries in the past, and 
which still exert a strong influence on their ways of thinking today. 

The other side of this problem is that the relationship in these programs also 
must be acceptable to the United States. Money appropriated for these pro- 
grams comes from taxes imposed on our citizens. It is right and reasonable to 
expect that funds thus provided shall be used honestly and effectively for the 
purposes intended. It also is reasonable to expect that the countries themselves 
will do all they can to tax their own citizens, to adjust exchange rates where 
that is beneficial to the economy, and to use their own foreign exchange and 
domestic revenue in ways yielding the maximum benefit. 

The difficulty comes in putting together these two sides of the matter. I 
am not proposing what the answer should be. I do want to emphasize the 
complexity of this problem, and to say that it is one to which we constantly 
are giving a great deal of attention. Substantial improvements have been made 
in a number of situations, and still more can be done through constant endeavors 
to seek mutually acceptable answers where difficulties still exist. This in my 
judgment is clear: if it is the U.S. decision to continue these aid programs in 
the newly developing countries of the world, seeking our security in company 
with others in this difficult period of world history, then it also will be neces- 
sary that we have an understanding of the situations in countries where the 
programs are carried out, and that we realize it will not always be possible to 
get perfection as we might see it. 
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ANSWER TO CRITICISM OF PRESENT PROGRAMS 


A second matter of considerable importance and concern is the impression 
sometimes given, whether so intended or not, that errors and problems in the 
aid programs are characteristic of the whole operation. I want to present a 
positive answer to this criticism. 

One type of criticism of present programs idealizes the small project and 
casts doubt on the need for larger ones, as in highways, irrigation, and power. 
Such a criticism would seen to reflect a misunderstanding of the range of the 
problems these countries now face. The solution of some of these problems 
indeed requires projects that bring directly to the people simple improvements 
which they can see, feel, and taste, and which they understand and appreciate. 

Many such projects are found in these programs in the Far East, as brought 
out in the three programs discussed above. An additional interesting type of 
such projects was reported recently in a Manila newspaper, under the caption 
“U.S. Technician Solves Age-Old Local Problem of ‘Red Water.’” In many 
villages of the Philippines the water carries red iron componds, leached out of 
the lateritic soil that is so common in tropical regions, which make it unsuitable 
for drinking purposes. Starting with two large castoff oil drums and using scien- 
tific principles, this technician constructed a small-sized filter capable of effec- 
tively turning the “red water’ into clear water, costing about 20 pesos. 

On the other hand, assistance also is often necessary to large projects, directed 
toward problems such as the need to increase foreign exchange earnings and 
domestic revenues, and to stimulate the economic development without which 
it will be impossible to preserve the country’s recently gained independence. 
Electric power is needed to run industries. Dams for irrigation projects are 
needed to bring to people one of the benefits they most understand and appreciate, 
water. Highways tie together the country’s different regions, and provide access 
to markets; and highways and bridges constructed for peacetime traffic today 
may on another day be called upon also to carry tanks and heavy trucks. 

Some appear to feel that individual Americans demonstrating improvement in 
isolated communities are mainly what is needed in Asia today. In reality, is 
the greater service performed by such a person or by the educational specialist 
we now have on the USOM staff in Laos who, with a high sense of dedication, 
is helping the Government to develop a system of elementary education especially 
designed to meet the needs of the Lao rural villages, which will influence the 
education given to rural youth in the primary schools now springing up every- 
where? Taking another example, is the isolated technician performing as great 
a service as the specialists in Korea, Taiwan, the Philippines, Thailand, Viet- 
nam, and other countries, who are helping the governments build up the pro- 
grams in agricultural extension and home demonstration through which improved 
agricultural and homemaking practices already have been demonstrated in 
thousands of villages, and some hundreds of thousands of farm boys and girls 
are participating enthusiastically in 4-H Clubs? 

The spotlight often is focused on mistakes in administration and errors of 
judgment, which indeed require constant checking and improvement upon. Ac- 
complishments, on the other hand, generally go unheralded, even though we 
believe that an objective evaluation of all the evidence will show that these are 
the rule rather than the exception. With improvements which are continuing 
to be made in the planning and administration of aid programs, there is rea- 


son to expect that still more effective use will be made of the funds requested 
for the year ahead. 


STATEMENT OF REAR ApM. FE. J. O’Donnett, USN, Director, Far East REGION, 
OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


ROLE OF MILITARY ASSISTANCE IN THE FAR EAST 


The role of military assistance to the countries of the Far East continues to 
be vitally important. The military assistance program has created three sig- 
nificant bulwarks against Communist expansion in the Far East; these are the 
forces of Nationalist China, Korea, and free Vietnam. One of these bulwarks was 
tested during the last year. The results of the Taiwan Strait crisis demonstrated 
clearly that the Chinese Nationalist forces were indeed a strong, deterrent-fight- 
ing group. I am confident that if the Korean and Vietnamese forces were at- 
tacked they would demonstrate similar deterrent strength. These three signifi- 








oe sca2os 


 wocasteS 


te ee oe, ot Oe on Oe G. 


is 
st 


MUTUAL SECURITY ACT OF 1959 367 


eant military powers must be maintained in sufficient strength both as to per- 
sonnel and materiel so that the Red Chinese are always aware that any attempt 
to move out against them will mean serious fighting. 

But these three powers do not constitute the whole story. Japan, the only 
great industrial complex in the area, has come along slowly in raising forces 
commensurate with her stature and natural responsibility in the area. The 
military assistance program has served to guide Japan toward filling its proper 
role in free world defense. Progress has been slow but I am confident that Japan 
will become a vitally strong partner, not only able to take care of her own needs 
but able to help some of those friendly countries whose economies show little 
prospect of essential viability. 

In southeast Asia, generally our purpose is to create with the military as- 
sistance program, forces that will maintain internal security against Communist 
subversion and an ability to deter external aggression until the strong mobile 
forces of the United States can be brought to bear. I am just back from attend- 
ance at the Southeast Asia Treaty Organization meeting and a brief visit to 
most of the southeast Asian countries; one of the salient findings of the trip was 
the almost universal emphasis on the currently increasing danger of Communist 
subversion. In general, these countries are only using force against known hard- 
core Communist dissidents. In other situations where Communist influence has 
become significant the armed forces are used in civic action or psychological 
warfare types of operations whereby the minds and sympathies of the affected 
people are won over. Responsible representatives of the southeast Asian coun- 
tries in conversations with me, made it absolutely clear that internal Communist 
subversion loomed very large among their problems and that military assistance 
supported forces are the principal instrument of eliminating this subversion. 


THAILAND 


Thailand occupies a special position within the military assistance program. 
Thailand is the only continental southeast Asian member of the Southeast Asia 
Treaty Organization and has been a warm supporter of the U.S. policies in the 
United Nations and elsewhere. The headquarters of the Southeast Asia Treaty 
Organization are there and Mr. Pote Sarasin, a Thai, is Secretary General. Any 
planning for military action in southeast Asia will disclose very quickly the 
importance of Thailand. During my recent visit to Thailand the Chief of the 
Military Assistance Advisory Group reported significant progress in military 
potential. Also I was told by two U.S. Air Force officers in responsible positions 
in our 13th Air Force of the excellent performance by the Thai Air Force in the 
recent Southeast Asia Treaty Organization exercise “Air Progress.” 


THE PHILIPPINES 


In the Philippines the military assistance program has served most signi- 
ficantly to help achieve internal security. Philippine officials in a conversation 
in April contended that there is still much potential for internal Communist 
activity. They said that it would not take the overt form used by the Huks but 
even now is strongly organized underground. They, too, stressed psychological 
warfare methods. Our program there insures internal security and gives them 
an ability to help defend themselves from external aggression. 

The Far East region thus presents a wide range of problems for the military 
assistance program. We believe most strongly that all of the problems need 
serious attention and that none should be neglected. In the area there is a 
growing appreciation of the menace of Red China, accentuated by recent events 
in Taiwan Strait and Tibet. The military assistance program provides the 
means to strengthen our friends. This program, positively and flexibly ad- 
ministered so as to take advantage of our opportunities, is a vital cog in our 
own security. 

ALLOCATION OF MILITARY ASSISTANCE FUNDS 


To carry out U.S. foreign policy objectives and to improve the defense capa- 
bility of our Far East allies in the coming year, it is proposed to continue 
military assistance to this crucial area in the amount of $567.2 million during 
fiscal year 1960. About 70 percent of this $567.2 million will be utilized to 
provide spare parts and necessary overhaul and upkeep of existing equipment 
as well as replacement equipment for those items which are beyond economical 
repair. These replacement items will in some cases simplify maintenance prob- 
lems. It will also provide for routine training and logistic support items 
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required by a military force. The remaining funds will be utilized to provide 
more aircraft; more and later types of tanks as well as other weapons with 
greater firepower for the ground forces; amphibious, antisubmarine and anti- 
mine forces will be improved by inclusion of additional and more modern equip- 
ment and craft. These items of military assistance all have a single objective— 
to make the maximum and most effective contribution to the common defense 
and collective security of the Far East which is an indispensable ingredient of 
our own national security and the preservation of the free world alliance upon 
which our hope for peace so heavily depends. 

It is essential that we continue to support the efforts of our Far Eastern 
partners to maintain a defense position adequate to protect the entire area 
against the closely crowding Communist threat. They are among our best and 
stanchest friends and allies, and they stand on guard along the free world’s 
air and sea lines of communication. 


MUTUAL SECURITY PROGRAM ESSENTIAL TO U.S. POLICY OBJECTIVES 


Mr. Rosertson. I should like to reemphasize that the mutual se- 
curity program is essential to the attainment of our foreign policy 
objectives. Its effectiveness would be reduced by truncation of the 
carefully developed program underlying the request for the coming 
year. We already have achieved cack in the Far East with the 
hel of this program. 

urvival of the free world in the face of Communist imperialism 
will depend upon continuity of our policy, adequacy of the means for 
its support, and perseverance in our chosen course of action. 

Thank you, Mr. Chairman. 

The Cuarrman. Thank you, Mr. Secretary. That isa very thorough 
report. 

STATEMENT FROM CHIEF OF MISSIONS CONFERENCE 


Mr. Roserrson. May I, sir, with your permission, at this point 
read a telegram which we have received from the chief of missions 
conference recently held in Baguio? 

The Cuarrman. Yes, indeed. 

Mr. Rosertson. We have in the Far East a chief of missions con- 
ference each year of all our ambassadors in the area, and various rep- 
resentatives from the Department of Defense, the USIA, and the 
various other Government agencies. It so happens that all of our 138 
chiefs of mission in the Far East are experienced career officers. 

Following their meeting they sent this telegram to the Secretary, 
2 weeks ago or 3 weeks ago: 


At the conference of chiefs of U.S. missions in the Far East, held in the 
Philippines, from April 14 to 17, we have reviewed the problems affecting its 
national security which the United States currently faces in Asia. We are 
unanimous in our conclusions. 

The United States shares with the countries of free Asia the goal of a society 
in which men can make economic and social progress in freedom. The peoples 
of free Asia, like people everywhere, seek an opportunity for a better life. They 
expect their own governments to lead the way to economic improvement. If 
their present governments do not meet these expectations, the people may well 
succumb to Communist subversion and false promises. 

It is our conviction that these governments cannot achieve their goal unless 
the United States, with the participation of other free world nations, helps 
the less developed countries with long-term capital. 

The governments of many of these countries lack the financial resources and 
technical skills required to initiate, without assistance, self-sustaining eco- 
nomic growth. They do not wish to be dependent upon external aid for the 
indefinite future. They are utilizing their own resources but they hope for 
enough help to enable them to move along on the road to real progress. To a 
large extent this assistance can best be in the form of loans from the Develop- 
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ment Loan Fund; in a few cases the requisite aid may have to be on a grant 
basis until the country has made enough economic progress to qualify for loans. 

Defense support coupled with the military assistance program is permitting 
many Asian countries to maintain the armed forces necessary for internal se- 
curity and for the protection of their frontiers. Technical assistance is helping 
them to develop their human resources and their technical skills. But, im- 
portant as are these and the other types of assistance now being provided, they 
do not provide the capital required for real progress. This is the purpose of the 
Development Loan Fund, which it has already begun to fulfill. 

The stable, progressing societies we hope for in free Asia will develop as the 
people of these countries gain faith in their own future. Through aid for 
economic progress, the United States can help them achieve that confidence. 
We are convinced that the next few years are the most critical ones and that the 
provision of adequate funds for this type of economic aid is of the highest 
priority. We must earnestly hope that the Congress will support the mutual 
security program and concur in the President’s request for augmenting the 
resources of the Development Loan Fund. 

Thank you, sir. 

VIEWS OF CHIEFS OF MISSIONS 


The CHarrMan. Was that telegram a spontaneous statement, or 
was it prepared for you to read here ? 

Mr. Ropertson. That is a spontaneous statement and was the 
unanimous conclusion of this conference. 

The Cuarrman. My attention is called to the fact that last year you 
had a similar statement. 

Mr. Rosertson. We did. I can assure you that was also spon- 
taneous. 

The Cuarrman. I see. 

Mr. Ropertson. Well, I only read it, Mr. Chairman, because these 
are experienced career officers who are working in that area, and I 
think they are probably more sensitive to the realities of the situation 
than most other people that are concerned with it. It represents their 
best judgment as to what the needs of the area are. 

The Cuarrman. I don’t disagree with what you have said. I was 
just thinking that those officers would hardly disagree with the De- 
partment’s views. The Department’s views that you read are, I as- 
sume, based not only upon your activities and views here in Wash- 
ington, but also upon the views of the local missions. The views of 
chiefs of missions in the Far East certainly went into the formulation 
of your own statement, did they not ? 

Mr. Rozerrson. Yes, each of these chiefs of mission had previously 
approved the program that has been submitted. Here they are re- 
affirming the judgment which they had already expressed. That is 
what the telegram represents. 


CRITICISM OF PROGRAM IN ASIA 


The Cuarrman. As you well know, much of the vocal criticism of 
the mutual security program is based upon maladministration rather 
than upon a disagreement with the objectives of the program. 

You are familiar with the criticism. Have you any suggestions to 
make to the committee as to how we might improve the administra- 
tion of this program, especially in the countries of southeast Asia? 

It is my impression that, relatively speaking, the administration 
has been subject to much more criticism in Asia than it was in the 
Marshall plan countries, for example. 
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Would you tell the committee what you think about such criticism, 
and give us any suggestions you have as to how improvements might 
be effected to avoid future criticism ¢ 

Mr. Rosertson. Well, Mr. Chairman, I think that the ICA could 
possibly give you a much more informative answer than I can, because 
I have nothing to do with the practical implementation of these 
programs. 

In my opinion, one of the great difficulties is the recruitment of 
competent personnel. These jobs are not career jobs. You take a man 
out of private life, put him into one of these positions; he doesn’t 
know whether his job is going to last for 1 month or 1 year or 2 years; 
he cuts loose his connections in private life. Many of these people 
have families, school bills, and medical bills 





NEED FOR CAREER PERSONNEL 


The Cuarrman. Are you suggesting that the personnel in the aid 
program ought to be career people? 

Mr. Rosertson. I am suggesting that you would have a much more 
competent service if you could have career people. 

The Cuamman. Would you advocate having career ambassadors 
as well as other career employees in the Foreign Service ? 

Mr. Rosertson. I have always felt that, Mr. Chairman, and, as I 
indicated a few minutes ago, we don’t have anything but career am- 
bassadors in the Far East. I strongly feel that a career service is 
essential; I mean, a service of professionals is essential, on balance, 
to carrying out our objectives. 

I don’t mean to intimate for a moment that all Foreign Service 
officers are good, and all political appointees are bad. We have out- 
standing, brilliant examples of eh Fe ‘al appointees having done 
superb jobs, and we also have examples 

he CHarrMAN. You seem to be retracting your original statement 
on the necessity of a career service. 

Mr. Roszerrson. I was saying that in my opinion a professional 
career service is essential. 

The Cuarrman. I agree with that but you seemed to qualify what 
you said. 

Mr. Rosertson. If you will listen to what my qualification is, I 
don’t think my opinion is qualified in the least. I said I don’t mean 
that all political appointees are bad and all career officers are good. 
Everybody who knows me knows that throughout my 6 years of serv- 
ice here I have fought for a strong career service. 

The Cuatrman. Yes. I wanted that on the record. 

If I understand you correctly, Mr. Robertson, we should emphasize 
the career service, enhance its prestige if we can, and thus heighten 
the respect with which people regard this whole field. 

Mr. Rosrertson. What I want to emphasize is that I think it is ve 
difficult to get competent people to cut loose from established posi- 
tions to take uncertain ones, and further that you need personnel of 
the highest competence to carry out these programs effectively. In 
my opinion, the recruitment of competent personnel is one of the prin- 
cipal problems involved in implementing the ICA programs. 

The Cuatrman. I agree with that. 
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Mr. Moyer, would you like to comment on that same question as to 
what we can do to improve personnel in the field ? 

Mr. Moyer. Yes, sir, and in what I say, I am not necessarily repre- 
senting the agency position, but I have thought a great deal about 
this, and naturally have been involved in many of the problems. 

I think that one of the things that is needed most is continuity and 
some longer range plan making it possible to take the other steps that 
are needed to do a better job of administering. 

In general, I recognize that we haven’t been without some author- 
ity. I mean it has always been recognized there is a fair possibility 
that programs would continue for some period of time. But this has 
never been explicit, and in my opinion, this absence of a longer range 
plan is one of the most fundamental things which I think needs cor- 
rection in order to get at the roots of some of these problems. 


LONG-TERM DEVELOPMENT LOAN FUND PROGRAM 


The CuatrmMan. Do you approve of the amendments I introduced, 
with the support of other members of this committee, extending to 5 
years the Development Loan Fund program ? 

Mr. Moyer. Yes, sir, I do, and I personally would like to see some 
kind of—I must emphasize I am speaking personally here although 
I know there are many others who feel the same way, but I am not 
coming down briefed by the agency to give this speech. This is my 
own fairly strong feeling. 

I would go beyond the Development Loan Fund. I think there is 
needed some kind of understanding like under the Marshal] plan. 
There was no precise understanding that it would last so long, but as 
I understand the situation there was a general understanding to this 
effect, and I think that the same kind of a general understanding is 
necessary for other elements in the present program as well. 

The Cuarrman. I also recall that there was, as you say, a general 
understanding it would be for 4 years and cost approximately $16 
billion. They actually used a little less than that, I think, in what 
was technically called the Marshall plan. 

Mr. Rosertson. About $14 billion, I understand, was the cost of the 
Marshall plan. 

The CHatrman. You think, then, that continuity in planning is 
essential, as well as acceptance of the principle that this program is 
going to continue for some time; is that correct ? 

Mr. Moyer. Yes, sir. 


NEED FOR CAREER PERSONNEL 


The Cuatrman. Do you also agree that a career service is necessary 
for the program ? 

Mr. Moyer. I do. I think part of it is that there must be a career 
service, to get the right kind of people who will stay with it. 

The CuatrMan. I meant to discuss further with you, Mr. Robertson, 
your statement that all of the ambassadors out there in the Far East 
are career men. 

Mr. Rosertson. Yes, sir. 

The Cuatrman. How did it happen you were able to get all career 
ambassadors out there when they are not able to in other parts of the 
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world? Do you have more influence than the other Assistant Secre- 
taries? 
Mr. Rosertrson. All I can say is that I battled very hard to get them, 
The Cuarrman. I congratulate you. 
Mr. Rospertrson. May I say this off the record ? 
The Cuarrman. Off the record. 
(Discussion off the record.) 


DIFFERENCE BETWEEN MARSHALL PLAN AND ASIAN PROGRAM 


Mr. Ropertson. You were speaking about the difference in criticism 
directed toward the Marshall plan and to this program in Asia. 

The CuarrMan. Yes. 

Mr. Rosertson. I think one of the differences in the problem is that 
in Europe you were repairing an industrial machine. They had the 
skills and the know-how. Here you are starting from scratch. And 
the people that you have to deal with are themselves completely 
inexperienced. 

The Cuarrman. Yes. 

Mr. Rosertson. It is a very different problem. 

The Cuarrman. I agree with you. 

Senator SparkMAN. Mr. Chairman, for the sake of the record, the 
Marshall plan did not carry in the law a stated amount, but it did 
carry a stated period of time of 4 years. We actually discontinued 
the principal part of it before the 4-year period expired, and we spent 
less than the contemplated $16 billion. 

The Cuairman. Senator Aiken. 


NONCAREER AND CAREER EMPLOYEES 


Senator Arken. I have been following the conversation closely in 
the last few minutes, and wondering if the noncareer employees and 
officials of the ICA do not work closely with the career employees and 
the ambassadors ? 

Mr. Ronerrson. Yes, indeed they do. 

Senator Arken. They do. In a particular country, do they accept 
advice from the ambassador ? 

Mr. Ropertson. He has overall supervision. 

Senator Arken. Do they work together in making recommen- | 
dations ? 

Mr. Rosertson. The ambassador has overall supervision. 

Senator Arken. I was just wondering where the responsibility lies, 
then, if the programs do not work out as well as they ought to. 

Mr. Rosertson. Well, I don’t think that an ambassador can make 
an inefficient person efficient, but I don’t want you to draw the wrong 
implication from what I am saying. I think that on balance you have 
a group of people who are doing the very best they can do in trying 
to carry out their responsibilities. 

Senator Arxen. Would you say it is lack of assurance of a continu- 
ing job, perhaps, that creates trouble in some cases / 

rf Roserrson. I think it is very difficult to get the talent you need 
for these very difficult jobs on a temporary basis. 

For instance, if you were a young man in your early forties, with 
a family and family peapensibilitics and you were well established in 





re- 


mM. 


sm 


rat 
the 
nd 


ely 


the 
lid 
ied 


ant 


in 
nd 
nd 


»pt 
an- 


es, 
ke 
ng 
ve 
ng 


Ne 
ed 


ith 
in 


MUTUAL SECURITY ACT OF 1959 373 


civil life, although this might be a challenge to you, you might well 
hesitate to cut loose and take a job that you didn’t know whether 
or not it was going to last a month, or 6 months, or a year. 

Senator Arken. Isn’t it a fact that you don’t get as many noncareer 
applications for the jobs in southeast Asia as you do in some other 

arts of the world? 

Mr. Roperrson. That is true, because of the living conditions. 

Senator Arken. A career man is told to go there and he goes. 

Mr. Ropertson. That is right. 

Senator Arken. The career man has to go. And the other fellow 
who perhaps wants a little more glamour than he would get in, say, 
Cambodia or Laos just doesn’t want to go. 

Mr. Ropsertson. It is not only a question of glamour, but they have 
to put up 

Senator A1rken. With lots of things. 

Mr. Roserrson. With lots of things; climate, dysentery, strange 
food, and the like. 

Senator Arxen. I think that is undoubtedly true. I have heard 
some rather serious complaints in the past years on operations in 
Vietnam. I have never tried to make any headlines with them be- 
cause I realized that conditions in some places were such as to invite 
maladministration. 





DEVELOPMENT LOAN FUND AND PRIVATE INVESTMENT 


I noticed you are strongly in favor of the Development Loan Fund. 
Do you think it would be better to operate through the Development 
Loan Fund than it would through a guarantee of private investment ? 

Mr. Ropserrson. No, I don’t mean to intimate that at all. I think 
what these countries need is capital, long-term capital. I personally 
believe very strongly in the private enterprise system, and I think 
that to the extent that we can get private capital to go into these 
countries, it is all to the good. 

Senator Arken. What about the difference between the Develop- 
ment Loan Fund and private capital interest rates? Wouldn’t pri- 
vate capital, even under a guarantee, expect higher earnings? 

Mr. Roperrson. Yes, of course they would, because private capital 
expects to make a profit on its investment. 

Senator Arken. Would you make the loans through the Develop- 
ment Loan Fund in southeast Asia to governments, to private in- 
dustries or to local banks—or what would you do? 

Mr. Rosertson. Well, I don’t think that I should speculate on pro- 
cedures for the future. I don’t know what plan would be developed. 
Maybe Dr. Moyer would like to reply to that. 

Mr. Moyer. I think, Senator, in fact all of these ways of loaning the 
money are contemplated. 

As you may know, recently the ICA set up the Special Office of 
Private Enterprise, and it is the intention through this Office to par- 
ticularly examine possibilities of encouraging private investment. 
It is hoped that private investment may also be made in combination 
with loans under the Export-Import Bank and the Development 
Loan Fund, but the emphasis as much as possible is on the private 
enterprise approach. Money made available as loans would be used, 
I think, through all of the channels you have mentioned. | 








374 MUTUAL SECURITY ACT OF 1959 

It will have to be adapted to the particular situation in a country 
which, of course as you know, varies a great deal from country to 
country. 

Senator Arken. I have been bothered by the matter of investment 
in underdeveloped areas. I have heard testimony in other commit- 
tees showing very high earnings in other areas, and I can understand 
why nobody is going into less promising areas without a guaranteed 
loan, and the promise of high earnings, so that they can get at least 
their principal back within a few years’ time. 

I was wondering, too, how loans are serving to increase the purchas- 
ing and consuming power of the people of a partic ular country which, 
after all, is what I believe we should aim for. If we go into a coun- 
try and say, “Here is money at 5 percent,” what is the effect on the 
financial and banking structure of that country ? 

I know the answer to that would be a long one, too long for this 
morning, so I will forego an answer at this time. 

However, I would like the answer from one of the executive branch 
witnesses. 

Mr. Rosertrson. I would suggest, if I may, that you ask Mr. Dillon 
that question when he comes before you on Wednesday as he has 
charge of these economic programs and I think he will have some 
views on this question. 

The Cuarrman. Perhaps a memorandum could be supplied by 
Mr. Dillon’s office. 

Senator Arxen. The question I would like to ask Mr. Dillon is this: 
If we make guarantees on all private loans to private borrowers in 
foreign countries, how far can we go in that direction without forcing 
our own interest rate in this country to a seriously high level? Our 
interest bill is already $2 billion more than all the farm programs put 
together. How far can we go without materially injuring our own 
financial structure and borrowing capacity ? 

Mr. Ropertson. We will make a note of the question, and I will 
pass it on to Mr. Dillon when we leave here today. 

Senator Arken. I am sure there is concern about it. 

(The following information was subsequently supplied for the 
record :) 





STATEMENT ON GUARANTEES 


It is assumed that this question is addressed to “repayment” guarantees 
rather than nonbusiness risk guarantees. The former provide a guarantee 
of repayment for whatever cause while the latter provide compensation for 
losses resulting from inconvertibility, expropriation, and war. The Develop- 
ment Loan Fund and the Export-Import Bank have authority to issue repay- 
ment guarantees while the investment guarantee program administered by ICA 
issues nonbusiness risk guarantees. 

The aggregate volume of private lending abroad under such Government re- 
payment guarantees is and is expected to remain an insignificant factor in our 
overall pattern of capital utilization. It is not believed that such guaranteed 
lending has had or will have any perceptible effect on domestic interest rates. 

Repayment guarantees may be made for loans by U.S. investors in connec- 
tion with investment overseas. While these loans frequently may be made in 
association with equity investment, the equity investment itself is not eligible 
for a repayment guarantee. Guarantees may be issued only for loans made by 
U.S. private investors; private loans made by local foreign investors are not 
eligible. A typical example of the use of the repayment guarantee is where an 
American company proposes to invest equity capital in a foreign enterprise and 
requests additional financing from a financial institution. The financial insti- 
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tution may hesitate to provide a loan to an overseas enterprise. The American 
company proposing to make this investment may be unable or unwilling to 
utilize its domestic credit as security for a loan to its overseas enterprise. The 
overseas enterprise may meet all normal requirements for a loan except for 
being located in a foreign country. A repayment guarantee could be utilized to 
facilitate this investment. 

The Development Loan Fund and the Export-Import Bank examine applica- 
tions for repayment guarantees on the same basis as they examine loan appli- 
eations. A repayment guarantee reduces the lending resources of these insti- 
tutions in the same way as does a direct loan. 

There is an evident similarity between making a loan which is 100 percent 
guaranteed by the U.S. Government and investing in a Government bond. Ac- 
cordingly, some control is exercised by the Government on the interest the 
guaranteed lender can charge the foreign borrower. However, risks are some- 
what different in the guaranteed loan in that the guarantee does not apply to 
interest payments and it may cover only part of the loan, not a full 100 per- 
cent. Because of differences in risk and because of the limitations on the 
interest rates which can be charged the foreign borrower, private lenders in 
the United States have made little use of the repayment guarantee facilities 
which have been available. The Government is now studying means of making 
repayment guarantees more flexible and of greater utility but it is not expected 
that any great increase in private lending under such guarantees will take place. 


UNREST IN COMMUNIST CHINA 


Senator A1ken. Apparently from your remarks on China you don’t 
put any stock in the newspaper reports of general unrest throughout 
Communist China. 

Mr. Rosertson. I do; there is tremendous unrest in Communist 
China. 

Senator Arken. There is? 

Mr. Roserrson. Much more, I think, than reported in the news- 


ers. 

Reenter AIKEN. Perhaps we can promote it to our own advantage. 

Mr. Roserrson. I think, Senator, there is probably more unrest in 
China today than ever before in its history. 

You probably realize that there is no country in the world that 
places a greater emphasis on family life than the Chinese do. They 
worship their ancestors, they revere their old people. The little 
villages all over China are family units. The boys go out to other 
villages and marry their wives and come back with their wives and 
live in this close family relationship. 

The Communists have organized about 98 percent of the peasants 
into these communes, in which they destroy every vestige of family 
life. They plow up the ancestral graves; they move the ¢ children into 
government nurseries and the old people into government homes; the 
man and his wife are put in barracks, they eat in mess halls, they : own 
nothing. Even the clothes on their backs are registered with the 
state. They are forced to work long gruelling hours to build up in- 
dustrial production. 

As I said, this commune system violates every mores and custom of 
the C thinese people, in addition to violating all standards of decency 
in the treatment of human beings. It is probably more galling to the 
Chinese than it would be to almost any other people, and it has been 
the cause of wholesale unrest which the Communists have ruthlessly 
put down by the military. 

Senator A1xen. Is it also true, then, that the other southeast Asian 
nations are taking a new look at what is going on in China, and realiz- 
ing what true communism really means? 
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Mr. Roperrson. I don’t think there is a nation in Asia, committed 
or uncommitted, that is not now acutely aware of the magnitude of the 
Communist threat to its independence. 

Senator Arken. I think my time may be up now. 

The CuarrMan. Senator Sparkman. 


EMPLOYMENT TENURE OF ICA PERSONNEL 


Senator SparkMAN. Mr. Secretary, I enjoyed your statement. I 
want to go back to the question about temporary service versus long 
periods of service of the program employees. 

As a matter of fact, there are a great many who have been with the 
program a long time, aren’t there? Aren’t many of the heads of ICA 
missions people who have been in that work for some time? 

Mr. Rosertson. Senator, I would like to stress I am not posing as 
an expert on this problem. I merely presented my view as to how 
these programs could be improved, but I am not nearly as well ac- 
quainted with the problem as Dr. Moyer here, for instance, or as the 
chiefs of the ICA missions. I was merely expressing my personal 
opinion of one of the difficulties of the program, the problem of getting 
highly competent people from civilian life to take temporary Govern- 
ment jobs. 

Senator SparkMAN. I am in complete agreement with the state- 
ment you made. However, I think sometimes the impression gets 
around that there is a high turnover among these ICA people. I am 
under the impression most of them have been working for that agency 
over a long period of time. Haven’t they, Dr. Moyer? 

Mr. Moyer. I was just thinking as you asked the question, Senator, 
of the heads and deputy heads of our missions. 

I believe the heads, without exception, have been with the program, 
as a minimum, 2 or 3 years. I am thinking of two cases where I be- 
lieve it was not more than that. I believe the others have been with the 
program 5 or 6 years in one capacity or another. And we, of course, 
have consciously been trying to handle it in this way. I personally 
have worked very hard on this angle, and so far as I am concerned we 
don’t put in these top positions people who haven’t had experience 
in the past. We have tried it in the past on several occasions and 
have not been very successful, although one or two have been success- 
ful. 

When you get down to the technicians and the staff, I don’t know the 
statistics, but there certainly are a number who have been with the 
programs for a considerable period of time. I don’t know the per- 
centages. 

Senator Sparkman. I have the impression that you have achieved a 
good degree of stability so far as personnel is concerned. But that 
doesn’t cause me to disagree basically with Mr. Robertson’s statement, 
because I do recognize the problem of holding good personnel. 


MILITARY ASSISTANCE AND DEFENSE SUPPORT IN CAMBODIA 


I want to ask you another question : Looking at this chart, I see mili- 
tary assistance to Cambodia [deleted]. What kind of military as- 
sistance goes to Cambodia ? 
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Admiral O’DonneELL. Senator, we are providing force maintenance 
for their army. We are helping them build up their technical serv- 
ices. We also are helping to give them a modest sort of coast guard 
patrol for their navy. 

Senator SparKMAN. Then we are essentially helping them to main- 
tain their own forces. 

Admiral O’DonneELL. What they have, yes, sir. 

Senator SparKMAN. Their own peace and security; is that right? 

Admiral O’DoNNELL. Yes, sir. 

Senator SparKMAN. Do we have a military advisory group there 
in Cambodia ? 

Admiral O’DonnELL. Yes, sir. 

Senator SpaRKMAN. Here is what puzzles me: 

Looking under defense support, I see a certain figure for Cam- 
bodia [deleted]. Now, according to the definition of defense support 
in the law—I don’t have it before me right now, but I read it into the 
record the other day, and certainly it is ‘tied in with the militar y pro- 
gram— it is to bolster up the economy of a country to the extent 
which will enable it to afford the necessary military program. 

I just don’t understand the imbalance between the | deleted] amount 
for military assistance and the [deleted | amount for defense support. 

Mr. Moyer. Senator Sparkman, may I take that ? 

Senator SpaRKMAN. Yes, you may. 

Mr. Mover. There is not necessarily any direct relationship between 
the military assistance program, that is, of the hardware and training 
and the dchane support, because they are aimed at two different types 
of things. This will be obvious as you go down the different lists 
of countries. Cambodia is an outstanding example, but it could be 
shown in other cases, too. 

The defense support program is aimed at doing what is necessary 
in the economic caliele to maintain reasonable stability, making pos- 
sible a successful defense effort. It isn’t necessarily tied directly to 
the financial support of the specific size of forces. 

Now, take Laos, as an example, we provide 100 percent of the 
support of the forces, but many other countries make a substantial 
contribution to the support of their military forces out of their own 
budgets. It varies from country to country, so that the economic side 
of ts. aid depends on the economic problems and resources of the 
particular country. 

The set of criteria used for determining the level of defense sup- 
port is very different from the 





WHAT CAMBODIA SPENDS ON ITS OWN MILITARY SUPPORT 


Senator SparkMAN. Let me ask you a further question to see if I 
can erlate these figures: How much, measured in dollars, does Cam- 
bodia spend on its own defense? Not the money we contribute, but 
what Cambodia spends itself ? 

Mr. Roserrson. Maybe Admiral O'Donnell would like to answer 
that. 

Senator SparKMAN. Fine. 

Admiral O’Donneti. The latest figure is on the order of around 
$36 million. 

Senator Spark MAN. Cambodia spends that amount ? 
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Admiral O’Donnetu. Yes. 

Senator Lauscne. What page are you reading from ? 

Admiral O’Donnetu. The yellow sheet facing page 23. The total 
defense expenditures are estimated at $36 million for last year 

Senator SPARKMAN. $36 million ¢ 

Admiral O’Donne tu. Yes, sir; their defense expenditures for cal- 
endar year 1958 are estimated at $36 million of which $19 million was 
in the form of U.S. aid. 

Senator SparkMAn. In other words, the [deleted] defense support 
actually has a relationship to what Cambodia spends for the military. 

Admiral O’DonneE.L. Yes, sir. 

Senator SparKMAN. And is the explanation that we have to con- 
tribute very heavily to the country’s military expenditures? 

Admiral O’DonNELL. Yes, sir. 

Senator SparRKMAN. Thank you very much. 

Admiral O’Donneui. And a very large majority is for pay of the 
troops, of the Cambodian troops 

Senator SparKMAN. All right, sir. 

The CnarrMan. Senator Carlson. 


NONPROJECT ASSISTANCE 


Senator Cartson. Senator Sparkman has been talking about de- 
fense support. From the Secretary’s statement, I see that almost 80 
percent of the $553 million requested for defense support is for non- 
project assistance. Mr. Robertson, I would appreciate it if you will 
explain this nonproject assistance. 

Mr. Ropertson. | will refer to this to Dr. Moyer, if you don’t mind, 
Senator, because this is his field. 

Ray, will you take that, please ? 

Mr. Moyer. The nonproject element of defense support is the 
amount of assistance which is given to finance the import of commod- 
ities we think have to be brought into the country in order to main- 
tain overall economic stability. It is whatever the particular econ- 
omy may need. In some cases the commodities are in the form of 
consumption of goods; very often they are items like cotton, chemicals, 
or iron, which are used in the industries and factories. ‘Sometimes 
it is machinery and spare parts. But the amount is related to the 
overall balance of payments problem, what the country has to import 
in order to maintain stability. That, roughly, is nonproject aid in 
the first instance. 

Then there is a second phase to it. These commodities which are 
brought in are not just handed out freely. They are sold. These are 
saleable commodities. The local currency which accrues then is de- 
posited to what we call a counterpart account representing the equiv- 
alent in local currency of the value of the goods. 

This local currency then is allotted for agreed gore gored partly 
military, partly economic. We figure that somewhere between 55 


and 60 percent of the local currencies go for the support of military 
purposes. 

Take Cambodia, for instance, not all of this [deleted] amount goes 
directly for the support of the military forces. What goes to the mili- 
tary forces in this program is a certain amount of the local currency, 
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which is generated from the imported commodities financed with 
the nonproject aid. 


ECONOMIC BENEFITS OF DEFENSE SUPPORT 


Senator Cartson. Therefore, Dr. Moyer, when I vote for defense 
—. and I do vote for it, of course—it would not mean neces- 
sarily that the money expended in that category would be strictly for 
military purposes ? 

Mr. Moyer. Not in the sense that it all goes directly to the support 
of the military forces, 

Senator Carson. It could be spent on economic aid of various 
types ? 

Mr. Moyer. We define it roughly as the amount which is needed 
to maintain general internal stability in the face of heavy spending 
for military forces and other essential purposes. 

Senator Cartson. How is that amount ewes 

Mr. Moyer. This is largely an economic determination. As far 
as the amounts that go directly for the support of military purposes, 
this starts with the MAAG, the Military Assistance Advisory Groups. 
They discuss with the country its proposed military budget—the coun- 
try’s proposal as to what it thinks the military budget ought to be. 

Admiral O’Donnell can give you the details. That examination re- 
sults in a — which in the opinion of our military people in the 
field, and after consultation with the Defense Department here and 
CINCPAC in Honolulu amounts to what would make a reasonable 
military budget. At that point the ICA enters in because it then 
becomes a question of how much the country itself can contribute to 
the total requirement. Our people take the lead in recommending 
how much the country can support and how much needs to be sup- 
ported out of defense support funds. | 

Senator Carison. On that point, Mr. Secretary, I want to ask you 
now if you can tell me approximately what percentage of defense 
support funds that we vote for underdeveloped countries would be 
used for economic assistance to improve the fot of the local popula- 
tion rather than for strictly military expenditures? 

Mr. Rosertson. I would like to answer that by commenting on 
what Dr. Moyer was stating awhile ago. 

Take the three countries of Korea, Taiwan, and Vietnam, these 
are the three countries where the large percentage of defense support 
goes. In all of these countries there are being maintained large mili- 
tary forces that are far beyond the abilities of these countries to 
support them. Defense support is to help them support armies of this 
magnitude without serious deterioration in their own economic situa- 
tion. 

For instance, no one of the three could possibly, out of their own 
resources, support armies of that magnitude, and they are the three 
countries which you will recall are faced with heavily armed, battle- 
ready Chinese Communist troops. In Korea, in Taiwan, and in Viet- 
nam, where the military threat is greatest, defense support, which Dr. 
Moyer was talking about, is to maintain their economies under this 
heavy military burden, without serious deterioration. 
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Now, we don’t have “defense support” programs except in countries 
where there are military programs. So the aid that goes into coun- 
tries, underdeveloped countries, where we are not helping to maintain 
military forces, is all for pure economic development and growth. 


IMPORT DUTIES ON IMPORTED AID COMMODITIES 


Senator Cartson. May I inquire if these countries which receive 
defense support collect import taxes on the commodities we send to 
them as aid? 

Mr. Ropertson. Ray, will you answer that ? 

Mr. Moyer. This is generally the custom. 

Senator Caritson. Are there any exceptions ? 

Mr. Moyer. I believe there are no exceptions. 

Senator A1KEN. You mean there are custom duties? 

Mr. Moyer. They are assessed. Custom duties are charged. 

Senator Aiken. Is it not also true that some countries have com- 
pletely inadequate unloading facilities ’ 


DEFENSE SUPPORT AS A MILITARY EXPENSE 


Senator SparkMAN. Mr. Chairman, may I interrupt a moment to 
read for the record the law about defense support? I think this is 
something that we ought to keep clearly in mind: 

The President is hereby authorized to furnish, to nations and organizations 
eligible to receive military assistance under chapter I, or to nations which have 
joined with the United States in a regional collective defense arrangement, com- 
modities, services and financial and other assistance specifically designed to 
sustain and increase military effort. 

Frankly, I think you gentlemen of the executive branch weaken 
your program when you try to make it appear that defense support 
is used for maintenance of the economic and political stability of a 
country, separate and apart from military strength. I think it is 
definitely tied to the military. 

I do not mean that it is only to be used in furnishing weapons, but 
the fact remains that it must be used to maintain an economy that will 
enable a country to support the military effort. Therefore, I think 
you would be considerably more accurate if you would keep defense 
support closely tied to the military side of the program. 

Mr. Roxertson. Well, as a matter of fact, Senator, we do em- 
phasize that. 

Senator SparKMAN. But I don’t believe you put it the same way as 
Dr. Moyer did. 

Mr. Rorertson. That is the reason I commented, because I thought 
you might have misunderstood him. 

Senator Sparkman. That is the point I have been trying to get 
across with witnesses from different departments and sections of the 
executive branch. 

Mr. Rorertson. Well, if there wasn’t a military program in the 
country, you wouldn't have a defense support program. 

Senator SparkMaAn. That is right. 

Mr. Roserrson. It is completely tied to the military program. 

The CuatrMan. But would you also say it overlaps into the eco- 
nomic side of the program ? 
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Mr. Ropertson. You would have an economic program. 

The Cuairman. Sometimes it seems the substance is very little dif- 
ferent, in the actual carrying out of the program. 

Mr. Ronertson. Yes because, as I was saying awhile ago Mr. Chair- 
man, defense support is to keep the economy from deteriorating under 
a heavy military burden. 


CUSTOMS DUTIES ON IMPORTED AID COMMODITIES 


The CuairmMan. Before I call on the next Senator, I would like to 
return to the matter of customs duties on commodities which we send 
as aid to a country. 

Is this an added financial burden on the country or are these cus- 
toms taxes paid by means of the local currencies that are generated by 
the sale of the commodities? I would like to clarify the significance 
of this matter. 

Mr. Moyer. They are paid by the importers. 

The Cuarrman. What I want to clarify is the possible effect upon 
us of the importers having to pay customs on commodities which we 
ship to the countries. 

ae, Rosertson. It is paid by the importer out of local currency. 

Mr. Moyer. Out of local currency, yes. 

I am not quite sure, Senator, I understand the question. 

The CuarrmMan. Mr. Bell wishes to say something. 

Mr. Bett. I wish to point out that where customs duties are assessed, 
they are paid by the importer of the goods, they are paid to the foreign 
government. Those currencies are incorporated in the local currency 
counterpart account, so that they come under joint control of the 
United States and the government and can be used only for the pur- 
poses for which the dollars were provided in the first place, in other 
words, the purposes of this act. So that there is no benefit to the 
government itself derived other than the use of the currencies in the 
counterpart account. 

The CuarrMan. It is proper, then, to say that this is nd burden 
upon the program from our point of view. 

Mr. Beti. Yes; that is correct. 


INEFFICIENT METHODS OF UTILIZING AID 


Senator Arken. Mr. Chairman, may I bring up another matter 
briefly? We are often criticized for not supplying food, especially 
grains, more quickly to some of these countries—particularly India. 
Therefore, I inquired into the matter and found we were sending 
the Indians every bushel of wheat they could unload, because they 
were insisting that it be unloaded by hand in baskets in order to 

rovide work. So long as that inefficiency exists, it makes it very 

ifficult for us. Of course, as Secretary Robertson has pointed out, 
we sometimes have to do these things. But I wish there were some way 
toencourage them to help themselves more. 

The Cuatrman. Yes, so dol. 

The Senator from Oregon. 
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DEFENSE SUPPORT RELATED TO MILITARY AND ECONOMIC PROGRAMS 


Senator Morse. Mr. Chairman, I had also intended to bring up 
this matter of defense support. I have some other questions I want 
to ask Secretary Robertson which I shall ask on the second round. 
But in view of the fact that this defense support issue has been raised, 
I want to make this statement. 

I don’t believe in arguing about facts. I believe in finding them. 
And I think that this record now is in such a condition that the profes- 
sional staff members of this committee should proceed to prepare with 
such assistance as they need from the State Department, a factual 
memorandum for the committee in regard to defense support. I think 
the record now, except for this very clear statement by Secretary 
Robertson, is very muddy following Senator Carlson’s very good 
questions that I think ought to have been asked for the record. 

I don’t agree with the chairman’s last comment on defense support; 
that is, that if you didn’t have a military program you wouldn't have 
an economic program in these countries and, if I understood him 
correctly, there wouldn’t be very much difference. 

In my opinion there would be a great deal of difference bet ween the 
economic aid program you would have in any one of these countries 
if you didn’t have a military program connected with them. 

I think Secretary Robertson has stated as clearly as can be stated, 
in his reply to the Senator from Alabama, what defense support is. 
It is so inseparably linked to a military aid program, Mr. Chairman, 
that I don’t think we should allow this record to be closed with the 
impression created that when you vote money for defense support you 
are voting money for some economic aid program separate and distinct 
from the military aid program. This just isn’t so, on the basis of the 
record that has been made thus far in these hearings, and I think we 
have got to get a clarification of Dr. Moyer’s testimony this morning 
because I think the record has been left very muddy. 

We have got a problem when we come to writing up these bills in 
connection with various facets of defense support, and I think the 
American people are entitled to know the direct relationship between 
defense support and the military aid program. You cannot separate 
them, and I am not going to be a party to giving the impression to 
the American taxpayers that when I am voting for defense support 
money—I am for it and I am not so sure I am not for more of it than 
we have got in the bill—I am not voting for a military aid program, 
because the two are inseparable. 


ASSISTANT SECRETARY ROBERTSON’S SERVICE IN THE STATE 
DEPARTMENT 


I want to say to you, Mr. Secretary, that it is a great loss to this 
committee, and I think to the country, that in the not too distant 
future your official connections, at least in your present position, are 
to come to an end. 

I haven’t agreed, as you know, with every position that you have 
taken, but I have always known that when you took a position I was 
getting an enlightened and honest position from a great career serv- 
ant. I am very, very sorry to know that we are not going to have 
the benefit in the official capacity which you now occupy of your views 
and your judgment in these critical years immediately ahead. 
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I also think I know you well enough to know, however, that the 
country will continue to profit from your advice and consultation. 

You have been a great strength, in my judgment, to the work of 
this committee in spite of the fact that you and I haven't agreed on 
certain policies. As far as I am concerned, however, they have been 
disagreements based upon the tremendous respect I have for able 
counsel which may be against me in some legal matter. 

I like to have able people against me on some issues, and for me 
on others. Sometimes we are together, Mr. Secretary, and we are 
together on the major issue you have talked about here this morning. 

What do we have to do here on the Foreign Relations Committee 
that will help strengthen the cause of freedom in the years ahead 
against this serious threat of Communist aggression ? 


TRENDS IN THAI AND KOREAN GOVERNMENTS 


I don’t know anybody who can better testify than the Secretary 
on the main question I want to raise. I want to strengthen south- 
east Asia wherever we can, but I am greatly disturbed by certain 
trends in southeast Asia, such as in Thailand. Let’s limit it to Thai- 
land, although there are other countries that I can mention which 
frighten me because they seem to be getting further away from free- 
dom and democratic processes. 

Could you brief this committee on what is happening in the Thai 
Government with a general in charge, who, if I am correctly in- 
formed, now wants more money, basing his reason partly on the 
ground we are giving more money to other southeast Asian countries. 
What is happening to democratic procedures in Thailand, and what 
can we do to see to it that this aid programs of ours is directed to build 
up democratic processes rather than totalitarian states of the right? 
This is what bothers me. 

I am also bothered about Korea. I want to strengthen Korea, but 
I am bothered about what this committee already has in the record 
in regard to nondemocratic procedures on the part of Rhee and his 
government. I am bothered about the trend toward a totalitarian 
right as well as the threatening danger of a totalitarian left. I think 
it would help us to know more about these trends because I found 
nothing in your statement this morning that would educate us about 
the movement to the right in southeast Asia. 

Mr. Ropertson. Senator, before I attempt to reply to your ques- 
tion, I would like to say that I appreciate more than I can express the 
very generous tribute that you have just paid to me. It is ve 
humbling, but it is deeply appreciated, and I thank you very muc 
for your generosity. 

Senator Morse. It is a privilege for me to make the statement. 

Mr. Rozertson. I would like to talk about Thailand off the record, 
if that would be agreeable to you. 

Senator Morse. It is perfectly agreeable. 

(Discussion off the record.) 

The Cuatrman. Senator Gore. 

Senator Gore. Mr. Secretary, I had a visit with the late Magsaysay, 
whom I regarded as the ablest and most dedicated statesman I know 
in southeast Asia. This was 2 years ago when we talked about this 
question of aid, and he told me, “What our people need are a caribou 
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and a metal-pointed plow.” Perhaps he was oversimplifying and 
overdramatizing the question. 


SITUATION IN THAILAND 


I then spent 10 days in Thailand about which you have just been 
cont. From my observation you have described the situation 
there accurately, and in my 10 days there, of course, I couldn’t expect 
to gain more than a reasonably intelligent eyewitness saiconiaadiias 
of the country. 

I did get the impression that military assistance in Thailand was 
well nigh useless and that it permitted whoever happened to be top 
dog in the military to take over the country at any time he desired, 
because having possession of the weapons and ammunition which we 
furnish, there is nothing to prevent whoever has the loyalty of the 
military cadre from becoming dictator of the country. And yet I 
saw mild, sweet-smiling people; the Thais are such a pleasant people. 
They greet you with a smile; they are kindly, they are good; there is 
little thievery in the country. 

Here is a fertile bed for a democratic society, particularly if it 
could be associated with the religious fervor of the people. 

I was deeply disturbed by military assistance, and I wonder if it 
has any place in a country like Thailand. Yet when I look at the 
figures here, I see that technical aid which they seem to need so badly, 
is meager while military assistance is considerable. 

I am not trying to make a speech to you but am just telling you 
my feelings as a result of being there for 10 days. Would you care to 
respond to what I have said ? 

Mr. Ropertson. Well, in my opinion, Senator, it is necessary that 
we support the Thai forces. I think that all of these countries need 
forces to maintain internal security. I don’t think any of them have 
an internal situation where adequate forces are not needed to take 
care of such internal uprising that might be inspired by the Com- 
munists. 

I also think that the Thai Army is of importance in the military 
balance of power in Asia vis-a-vis the Communists. 


IMPORTANCE OF CONVENTIONAL FORCES IN FAR EAST 


The Chinese Communists have forces of some 2.5 million. We are 
helping to support in the Far East, if my memory is correct, forces 
of some 1.8 million. They are just about the only conventional forces 
in the area. 

We have thermonuclear deterrent strength, but you can’t take care 
of the situation that might develop in these countries by dropping 
thermonuclear bombs. 

Senator Gort. I have been saying that for about 6 years. 

Mr. Rosertson. In my opinion, we have not ached the stage 
in the Far East where we can cease to rely upon conventional forces 
to take care of the situations that might arise. 

To repeat, the total of these Asian armies which we are helping 
to support is about 1.8 million. The forces are a tremendous factor in 
the military balance of power and powerful deterrent against fur- 
ther Chinese Communist aggression. They are necessary to maintain 
internal security. They are a first line of defense, and if you didn't 
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have them, you wouldn’t have anything to rely upon except our 
thermonuclear power. 

Senator Gorge. Which is inapplicable in Thailand. 

Mr. Rozertson. Well, I contact agree more. 

Senator Gore. So far as Thailand is concerned you may not as well 
have nuclear power. 


THAILAND'S MEMBERSHIP IN SEATO 


Mr. Rosertson. Thailand, too, as you know, is a member of SEATO. 
Thailand was one of the first nations, incidentally, to respond to the 
United Nations’ call for action in Korea against the Communist 
aggression. It was one of the first to join with us in the formation 
of SEATO. May I go off the record again here? 

(Discussion off the rec ord.) 

Mr. Rosertson. Thailand is an important member of SEATO. 
Thailand is bound under this treaty to join with the other members 
of the treaty organization to take collective action, if need be. So 
I think that we can fully justify military aid for the forces of Thai- 
land. 

Senator Gore. Off the record, please. 

(Discussion off the record.) 


OVERSEAS CHINESE 


The CHarrMan. Senator Humphrey. 

Senator Humpurey. I have just one question. I am very interested 
in what Senator Gore has been talking about. 

I have heard many times about the problem of the overseas Chinese, 
Mr. Secretary. I am impressed with it; yet confounded by it, too. 

One of the major arguments being used today in regard to our 
relationships with Taiwan, on the one hand, and Red China on the 
other, is what will happen to the overseas Chinese. 

Mr. Rosertson. Well, I think that would be a tremendous oversim- 
plification. I think much more is involved than that. 

Senator Humpenurey. I would say this is one of the big arguments 
that is used. 

Mr. Rosertrson. That is only one of the arguments that is being 
used. The Republic of China symbolizes Chinese opposition to com- 
munism, not only for the Chinese on Taiwan but for millions on the 
mainland as well as the overseas Chinese. Anyone who thinks that 
the millions of Chinese on the mainland are supporters of the Com- 
munist regime is living in a world of illusion. 

Senator Humrurey. Let me ask if you think that those millions 
are going to overthrow the Communist regime? 

Mr. Rosertson. I don’t think they can possibly overthrow the re- 
gime until the military forces get on their side, because modern man 
cannot successfully fehel against modern artillery, as we found out 
in Hungary. 

COMMUNIST CHINA 


But as a result of the imposition of the commune system which we 
were talking about—I don’t know whether or not you had come in 
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when we were discussing it—there is probably the most widespread 
unrest in China today than there has ever been in all of its thousands 
of years of history. When this Communist regime came into power, 
it was not by the volition of the Chinese people. You cannot say 
that it represents 600 million people because today, after 9 years, less 
than 2 percent of the Chinese people belong to the Communist Party. 
The 98 percent of the people have no more to do with the ideology of 
the Communist Party than you and I do. Of course, as far as any 
power is concerned, the ones that belong to the party are mere rubber 
stamps which are being constantly purged and liquidated. 

Senator Humpnurey. This is nothing new, Mr. Secretary, and I am 
bothered about this matter. I don’t like the Communists any more 
than you do, and have spent a lifetime trying to be effective against 
them. 

Mr. Roserrson. I am thoroughly aware of that. 

Senator Humpnurey. What they are doing in China is what was 
done in Russia when they killed millions of kulaks—— , 

Mr. Rosertson. 15 million. 

Senator Humpnrey. And purged the party. 

Mr. Ropertson. Yes. 

Senator Humpurey. These Communists control power. They con- 
trol the instruments of destruction, and when they get ready to purge, 
they purge, and when they get ready to bleed their nation, they bleed it. 


U.S. POLICY TOWARD RED CHINA 


Now, I want to try to find out if our policy toward Red China is 
based upon the fact that we think there is going to be a successful 
revolution there and, if so, what historical evidence do you have to 
point to such a possibility ? 

Mr. Rosertson. Well, our China policy is based, No. 1, upon the 
security interests of the United States. The No. 2 consideration is 
in trying to help other non-Communist Asian countries maintain their 
independence. No. 3, we are concerned with the long-term interests 
and future orientation of the Chinese people themselves. 

If we expect the situation to develop and be settled on a short-term 
basis, we are surely doomed to the greatest disappointment. 

Senator Humpnurey. I couldn’t agree more. 

Mr. Ropertrson. According to much of what you read in the press, 
you would think that we occupied an isolated position in our opposi- 
tion to the recognition of Red China. Well, I would like to remind 
you that of the free countries of the world, 45 recognize the Republic 
of China; only 21 recognize Red China. 

There are 13 countries in the Far East—my area of responsibility. 
Only 3 out of the 13 recognize Red China. 

Now, these countries are anxiously watching to see what we are going 
to do. They know that we are almost the sole obstacle to a Commu- 
nist takeover of Asia. If we would withdraw our opposition they of 
course would break their necks to get on the bandwagon so as not to be 
left out on the limb of opposition all by themselves. 

Senator Humpnrey. Mr. Secretary, I am not arguing for recogni- 
tion; I am just trying to find out what you mean. I am for protecting 
the security interests of the United States; that is most important. 

Mr. Rosertson. You understand what I mean by that. 
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U.S. KNOWLEDGE OF COMMUNIST CHINA 


Senator Humpuerey. I want to find out what you know about what 
is going on in Red China today vis-a-vis atomic weapons or nuclear 
energy. What does our Government know, and what do we have in 
China in the way of intelligence service? 

I ask because I have heard about the progress of Chinese scientists. 
With 675 million people, they can put a tremendous amount of people 
in uniform in 1 year. This thouglt terrifies me. If there is any one 
country which can understand such manpower in terms of weapons 
Communist China is such a country. 

What I am trying to find out 1s: Are we blinding ourselves as to 
the realities in China? Are we accurately informed as to the real 
situation there? 

[ Deleted. ] 

Mr. Rosertson. Well, I told you there are 21 countries that recog- 
nize Red China. But a Cunmiias who recently went there for the 
North American Newspaper Alliance, said the most isolated people 
were the foreign diplomatic corps and the news correspondents in 
Peiping. 

I don’t know exactly what your point is. Incidentally, I don’t think 
their population is 675 million—but that is beside the point, whatever 
it is—you are correct as to their having a huge mass population. But 
I think that there is sort of an implication from what you say that 
these 600 millions of people, are all solidly behind the Communist 
regime, dedicated to carrying out its program. 

I would like to state, remind you—— 

Senator Humpurey. Mr. Secretary, I disagree with that implica- 
tion, because it ignores the facts of Communist dictatorship. There 
are only 7 million Communists in Russia. 

Mr. S celeniiy I am not ignoring the dictatorship that exists, but 
I am trying to make you wake up to realities of the situation. 

Senator Tatiana. I am just trying to make you wake up, too. 

Mr. Ropertson. Then we are trying to make each other wake up. 
I think you have got to face up to realities whatever they are. 


POSSIBILITY OF A CHINESE REVOLUTION 


Senator Humpnurey. Do you think there is a chance for revolution 
in China in the foreseeable future ? 

Mr. Rosertson. I repeat what I said before. Let me answer your 
question, Senator. Let me answer it my way. 

I think that, to repeat what I said before, there is no chance of the 
people of China throwing out the Communists nor the people in 
Hungary or Poland or Czechoslovakia or Bulgaria or Rumania or 
any of these countries where the Communist regimes are in power 

Senator Humpnrey. Right. 

Mr. Rosertson. Until there is some development which makes the 
military forces get on the side of the people. 

I don’t think that is entirely a visionary hope. We took thousands 
of Chinese Communists prisoners in-Korea. After the armistice they 
were subjected to almost 3 months of brainwashing by their com- 
manders trying to persuade them to go back home. After 3 months 
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of such efforts, nearly 70 percent of these Communist prisoners of 
war said they would rather die than go back to Communist China. 

That is pertinent in this sense : The Communist armies in China are 
recruited from the peasants of China. This commune system is be- 
ing imposed upon the people by the military. These peasant soldiers 
are being used to force the destruction of their ancestral graves, homes, 
families, every vestige of family life. 

Now, it is not at all visionary to hope that this unrest may get to 
the point that the army might well go over to the side of the people, 
when you consider what a small percentage of them belong to the Com- 
munist Party, anyway. 


IS UNITED STATES ENCOURAGING REVOLT IN CHINA AND A SPLIT 
BETWEEN RUSSIA AND CHINA? 


Senator Humpnurey. What can we do to aid and abet this? Noth- 
ing could please me more than to promote this possibility. What 
worries me, Mr. Secretary, is whether we are, first, pursuing policies 
vis-a-vis China itself to encourage this set of circumstances—namely, 
a revolution within China, or a revol€ on the part of the army—or 
second, pursuing policies vis-a-vis the Soviet Union and Red China 
to promote disaffection between the two. 

t seems to me our policies are forcing these peoples to adhere even 
more rigorously to each other. 

I don’t have any specific answer, but I am dubious as to whether 
we are promoting the ends which you and I both think we ought to 
promote. 

Mr. Rosertson. I think we are indeed. I think our policy is a 
realistic one. I think the alternatives that are suggested are the un- 
realistic ones. 

Take this question of Russia and China. There seems to be an idea 
that if we sort of smile at the Red Chinese, they will drop their ob- 
jective of taking over the world, and their alliance with the Soviets, 
and come over and work with the free world. 

Senator Humpnrey. Who thinks that ? 

Mr. Ropertson. You read it all the time—that we ought to be mak- 
ing up to the Red Chinese because that would alienate them from 
the Russians. I think that is just about as unrealistic a theory as 
any that could possible be advanced. 

Senator Humpurey. I think so, too. I haven’t heard anybody 
make that statement. 

Mr. Rosertson. Well, the statement is made constantly ‘that we 
could bring about an alienation of these two powers and we would 
-s the Communist world as they keep on succeeding in splitting 
the free world. Of course it goes without saying the more units 
we can divide them into, the more it would be in our overall interest 
to do so. 

Senator Humpurey. That is my point. Soviet propaganda is di- 
rected toward splitting us from our allies. Is ours directed to split- 
ting them from their allies, especially their main ally? Our main 
allies are Britain, Germany, France, and the rest of the NATO al- 
liance. Soviet propaganda is continuously trying to engender susp1- 
cion and doubt, between those countries and ourselves. 
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What kind of propaganda do we engineer every day to engender 
suspicion and doubt between Red China and the Soviet Union? 

Mr. Rosertson. Well, in my opinion, at least, an entirely different 
situation exists. 

Senator Humenrey. It is different ? 

Mr. Rorertson. Yes, I do think it is an entirely different situa- 
tion. Our allies are all dedicated to the cause of national independ- 
ence, to the dignity and rights of the individual, and to all of the 
ideals upon which you were raised. These two Communists powers 
from the very beginning have worked in the closest collaboration, in 
carrying out a common objective. 


MAO TSE-TUNG’S CLOSE AFFINITY WITH MOSCOW 


I happen to know Mao Tse-tung very well as an individual, not 
just as a headline in a newspaper. He is a dedicated man. By his 
standards he is a man of deep integrity—by his standards he is just 
as much a man of integrity as anyone that I know. But his standards 
of course include lying, cheating, murder, stealing; any means is 
moral if the objective is good. 

Here is a man who has gone through every kind of hardship and 
suffering and discipline to carry out his objectives. He was brought 
into the fruition of his power by the Russians. When I was in China 
back in the 1940’s, when we were getting these reports that these 

ple weren’t really Communists but just democratic revolutionaries 
for agrarian reform, Mao was writing of himself, “I am a Marxist 
dedicated to communizing China and the world under the leadership 
of Moscow.” In all of these subsequent years he has dedicated him- 
self to that objective, ever stressing the leadership of Moscow. 

When Russia was having trouble with her eastern satellites, Mao 
sent Chou En-lai to Eastern Europe to rally these wavering satellites 
into unity under “the leadership of Moscow.” On his visit to Moscow 
in December 1957 Mao spoke to the students of the University of 
Moscow. He again emphasized Moscow’s leadership. He said, “In 
this association of socialist states there must be a a and that 
leader is Moscow.” 

His denunciation of Tito wasn’t because Tito was not a Communist, 
but rather being a Communist Tito dared to challenge the leadership 
of Moscow. 

Mao was among the first to applaud the bloody suppression of 
the Hungarian revolt. He acclaimed the execution of Nagy. At the 
last party congress in Moscow Chou En-lai again stressed allegiance 
to Moscow’s leadership. 

Senator Humpurey. Right. 


CHINA’S DEPENDENCE UPON RUSSIA 


Mr. Roserrson. I am saying all of this to emphasize Mao’s close 
affinity with Moscow and further to emphasize the fact that our 
denying the Red Chinese our resources to build up and industrialize 
their economy in order to support their giant war machine is one of 
the greatest factors for peace in Asia today. The Red Chinese are 
almost completely dependent upon the Russians for war supplies— 
planes, tanks, guns, and ammunition. 
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Now, the very fact that the Red Chinese are dependent upon the 
Russians for these things makes it impossible for them to embark 
upon a major military aggression in Asia without a green light from 
the Russians, because the Rendon must be willing and able to supply 
them by that long line down through Siberia 

Senator Humpurey. Is that good ? 

Mr. Rosertson. Of course it is good. Suppose Red China was in- 
dependent of the Russians, our foes would be twice as strong as they 
are. 

Senator Humpnurey. That is debatable. 

Mr. Rosertson. I don’t understand your mathematics. Take the 
action in Quemoy. Analyzing the shells dropped on Quemoy in that 
bombardment we did not find a single one which was made in China. 

Senator Humpnurey. That is ight. But what if they didn’t get 
them from the Russians—then they wouldn’t have had quite so many 
shells? 

Mr. Ropertson. The reason for imposing the commune system is 
to rapidly industrialize their economy. They can’t support a 2.5 mil- 
lion army on rice paddies. The moment that they can achieve an 
industrialization which can support their own war machine, the 
strength of our enemies has been doubled. 

Senator Humpurey. There is not any doubt or argument about that. 

Mr. Rosertson. That is right. But all of these things are involved 
in our China policy. How do wealienatethem? Do we alienate them 
by making them stronger, giving them the things they want, giving 
them international prestige and acceptance, or do we try to make 
them weaker by refusing them these things? 





LOANS MADE TO FAR EASTERN COUNTRIES 


Senator Humpurey. How much in loans from the Development 
Loan Fund has gone to the Far East, Mr. Secretary ? 

Mr. Ropertson. Maybe Dr. Moyer would like to answer that. 

Senator Humpurey. I see we have here a total of $1,149,600,000 
for military and defense support, of which $36,700,000 is for technical 
cooperation in an area of the world that needs more help toward 
advancement than any other area outside the Middle East. 

How much from the Development Loan Fund has been lent them? 

Mr. Moyer. As of the end of January, Senator Humphrey, the 
amount of loans actually made to the countries in the Far East, ex- 
clusive of India, is $166 million. 

Senator Humpnrey. Which countries received loans? 

Mr. Moyer. This total includes a substantial amount for the Phil- 
ippines. 

Senator Humpurey. How much? 

Mr. Moyer. $23.75 million. It also includes $20 million to Malaya. 
There is a country to which we are not giving other forms of assist- 
ance. 

Senator Humrnurey. I see. 

Mr. Moyer. $20 million for Malaya. It includes nearly $40 million 
for various projects in Taiwan. It also includes $21.75 million to 
Thailand, Vietnam approximately $20 million. Korea, a little over 
$7 million. Indonesia, $9 million. 
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Then in addition to that a commitment of about $26 million has 
been made tothe Philippines for projects which are still to be selected. 


RELATIVE EMPHASIS ON MILITARY SUPPORT AND TECHNICAL COOPERATION 


Senator Humpurey. Then, out of a total of $1.149 billion of military 
and defense support, $1.113 billion in military and defense support 
goes to the Far Eastern area ? 

Mr. Moyer. That is as of the end of January. 

Senator Humpnurey. And over $36 million in technical assistance 
goes to that area. ; 

Mr. Moyer. Yes,sir. J believe, however, Senator, that this is about 
as much as can be effectively utilized. 

Senator Humpnrey. You do? 

Mr. Moyer. I do. We have examined this with considerable care, 
and we feel that it is in the U.S. interest to give the countries as much 
as they can effectively utilize. We believe this for several different 
reasons, including the fact that the more we can build up their own 
capabilities the better they can handle our aid. This is one considera- 
tion, but there are others also. 

One question has been the number of people which the governments 
themselves have, to work on projects from their side. It also has 
been a question of their finding people with adequate background to 
send abroad for training, just to mention two. The proposed amount 
however is somewhat larger than last year. We think these countries 
can absorb more than they did last year, but the amount proposed is 
about what we think they can effectively utilize. 

Senator Humpurey. This is what your evaluation missions have 
told you; is that right ? 

Mr. Moyer. This is generally in line with their recommendations. 


TRAINING NATIVE PERSONNEL 


Seriator Humpnurey. I have talked with some of the people in 
Thailand and Vietnam on evaluation missions. They have said what 
they really need is trained personnel, indigenous as well as from the 
United States. I am of the opinion that if we spent as much time 
training those people in ways to eradicate certain diseases and to be- 
come educated as we do in training military mission personnel, we 
might be better off. 

I feel much the same as Senator Gore does about military operations 
in this area. 

Mr. Moyer. We have found there is, of course, the necessity to dis- 
tinguish between need and the amount that can be effectively utilized. 

Senator Humpurey. I agree, but that requires training personnel. 

Mr. Moyer. Yes, sir. 

Senator Humpnrey. As you know, several universities have been 
conducting training missions in the Far Eastern area. There 1s one 
is Korea and there has been one in Vietnan. One of my closest friends 
has been out there, and I have received letters to the effect that we are 
just not training effectively the local people who need to be used on 
the job out there. 

You sent a man out there who is the Commissioner of Education 
in my State. Is the University of Michigan doing work in Korea? 
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Mr. Moyer. University of Minnesota. 

Senator Humpurey. Yes, the University of Minnesota. The Uni- 
versity of Michigan is in Vietnam. 

Mr. Moyer. Yes. 

Senator Humpurey. I have seen some of the reports of these peo- 
ple saying they need more trained personnel from among the native 
population. This requires training ee coo in public administra- 
tion, public health, education, agriculture, horticulture, and so forth. 
This is what is needed and we are not doing enough of it. 

[ Deleted. ] 


KOREA 


Mr. Ropertson. Senator, in Korea, north of the 38th parallel, 
there are some 500,000 battle-ready Communist troops, some 700 
modern planes, an army battle-ready to go into action at any moment. 
The money we are spending in Korea for military forces is not being 
spent just for Korea. Our position there is a United Nations posi- 
tion. As we trained the Koreans to take over the defense of the armi- 
stice line, which is probed every hour of the day and night, we brought 
our boys home. We still have an unresolved war in Korea, halted 
only by a ceasefire. They have refused a political settlement. We 
sat with them for 2 months in Geneva in 1954. We could have made 
a settlement any day on their terms, but they refused settlement ex- 
cept on their terms. They are still defying the United Nations, 
charging that the United Nations are the aggressors in Korea, and 
being aggressors, are without moral competence or authority to super- 
vise elections for the unification of the country. 

Now, while we are spending a large amount in Korea—it is in- 
deed our biggest program and most of it is military and defense sup- 
port. But it costs overall about $6,500 per man to maintain an Ameri- 
can soldier in Korea. It costs overall eal $650 per man to maintain 
a Korean soldier there. The cost is about 10 times greater to main- 
tain our own boys there than to maintain Koreans. 

If the alternative of not supporting this Korean Army is to give up 
the defense of South Korea, we could have saved $18 billion and 
142,000 American casualties if we had made that decision in 1950. 
But of course we weren’t willing to give up Korea to the Communists. 

Senator Humpnrey. You know I am not for that. 

Mr. Rosertson. I know you are not. 

[ Deleted. ] 


EMPHASIZING ECONOMIC PROGRESS INSTEAD OF MILITARY 


Senator Humpurey. We must do something to build up com- 
petent native technical personnel in the Far Eastern and Asian 
countries. 

Mr. Rosertson. I could not agree with you more that every one of 
them needs trained personnel, administrators of all kinds, and there 
is nothing economically more important to be done in Asia than the 
training of native technicians and administrators. You will not find 
any argument with anybody on this side of the table on that score. 

Senator Humpurey. But what are we doing about it? 

Mr. Rosertson. But I do say that you cannot substitute something 
with nothing. In maintaining United Nations forces there, we are 
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not doing something just for Korea. If we were just doing something 
for Korea alone, if there was no Communist military threat there 
would be no need for such an army, and we would then be spending 
substantially all of our money on economic development. e same 
would be true in all of these countries. They desperately need 
economic development to bring about a better way of life. But as 
long as the international Communists pose the threat of taking them 
over, we either have to oppose with our own forces or with at least-—— 


CORRUPTION IN RECIPIENT GOVERNMENTS 


Senator Humpurey. But, Mr. Secretary, I do not believe the Asian 
situation is an either/or situation. I believe we can give military 
assistance to these countries and, at the same time, promote more 
efficient, honest, administration. 

Mr. Roserrson. I know there is corruption in various countries 
there. 

Senator Humenrey. There isa good deal of it. 

Mr. Rosertson. Of course, there is. There is some corruption in all 
countries. 

Senator Humpnrey. And it seems we are told, “Well, you cannot 
expect anything else.” 

r. Ropertson. Well, the point is you don’t burn down the barn 
to kill the rats. 

Senator Humpnrey. But you do not need to let the rats get fatter. 

Mr. Rospertson. But you do need to preserve the barn. 

Senator Humpnrey. I am for that. 


DIFFICULTIES IN AID PROGRAM IN LAOS 


Mr. Roserrson. Well, take such a situation as we had in Laos. 
There was a situation which received great publicity about corrup- 
tion on the part of some of the officials of the former administration, 
maladministration too on the part of some Americans. But what 
happened in Laos? We achieved our objectives despite all the things 
that went wrong with the program. 

Without our program in Laos, Laos today would be in the hands of 
the Communists. When our program was started there was nowhere 
else for them to turn but to the Communists. 

The Chinese Communists were offering them aid. The Russians 
were also offering aid. 

In Laos today they have gotten rid of the two Communists in the 
Cabinet. They have a united country. They have gotten rid of cor- 
rupt officials. They have taken younger men in their government. 
They have refused aid from the Chinese Communists and the Russians 
and have refused to exchange diplomatic representatives with them. 
The Lao Government is now firmly oriented to the free world. 

The test is their present situation. It is better today than it has 
ever been since they achieved independence in 1954. 

There were a lot of things that went wrong. We almost gave up 
at one time. We finally told them if we could not obtain agreement 
on monetary reform and rid the program of its abuses our aid would 
have to stop. We did in fact stop all aid on July 1, 1958, and did not 
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reinstitute it again until October of that year when the reforms went 
through. 

But the point I am trying to emphasize is that if we had pulled out, 
if we had not stayed in and tried to kill the rats another way, correct 
the mistakes that had been made, correct the abuses, Loas today 
would be in the hands of the international Communists, with a long 
finger pointing down into the heart of southeast Asia. If you look 
at the map you will readily see what I mean. 

Senator Humpeurey. That is very good to hear. 


PROMOTING REFORM IN LOCAL ADMINISTRATIONS 


Mr. Secretary, I am not indiscriminately denouncing the foreign 
aid program. in fact, I have vigorously supported this program all 
my days in the Senate. But I certainly become discouraged when I 
hear from people who travel in these areas, for example, responsible 
businessmen who come back and report what is going on in these 
countries. It’s hard for me to believe we do not have enough influence 
to do something about the situation there when as you said, we had 
the influence in Laos to put through certain government reforms. 

I do not approve the “no strings” policy. I think when we give aid 
to a country which desperately needs our help, and that country is 
supposed to be prodemocratic, and it looks like our help will be wasted 
through sheer maladministration and corruption, we should step in 
and rectify the situation. 

I can forgive a country for maladministration. We have had a lot 
of that ourselves at certain times in our history. 

Mr. Ropertson. We have had a little corruption, too. 

Senator Humpurey. Yes, but we do not so easily condone corrup- 
tron. 

Mr. Ropsertrson. No, we do not, and we do not condone it there. 

Senator Humpnrey. Then, I would like to know what we intend 
to do about it if there is anything we can do. Perhaps we can do 
nothing about it. 

{ Deleted. | 

Mr. Ropertrson. Of course, there are certain limitations to what 
one government can do as far as the internal affairs of another one are 
concerned. 

We do not have satellites as the Russians do. If Poland or Czecho- 
slovakia or Hungary do not do what the Russians tell them to do they 
come in and force them to do it. 

Senator Humpurey. That is enough for now. I will be back this 
afternoon. 

Mr. Roperrson. All right. 

The CHarrMan. Mr. Secretary, there are a number of questions the 
staff has prepared for the use of the committee. I would like to sub- 
mit these to you and ask that your staff prepare for our record the 
answers thereto. 

Mr. Ropertson. Yes. 

(The material referred to is classified and is in the committee’s files. ) 
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EVALUATION REPORTS 


The CHarrMan. You made reference a few moments ago to the 
evaluation reports that have been prepared. Could those be made 
available to the committee ? 

Mr. Moyer. Mr. Chairman, I assume by evaluation reports you 
mean those studies that have been made by teams sent out by the 
agency to various countries around the world. _ ; 

It has been the policy of the agency to consider them as executive 
privilege, and the reason for it has been that these were an effort on 
the part of the agency with the Department of State—I use the term 
“agency,” but it was a joint effort between the Department of State 
and ICA, there were representatives from both—to look candidly and 
completely freely to report what they saw or what they thought they 
saw, whether they turned out in all cases to be correct or not. Because 
of this very intimate nature of the reports, aimed at an effort to im- 

rove the programs, it was felt they were the sort of thing which 
should be held as executive privilege. 


DURATION OF PROGRAM AND TRAINING OF PERSONNEL 


The CuarrmMan. There is one other question to which I wish you 
would address yourself. I do not think we ought to take the time 
now, but I shall include it in the list of questions for which answers 
will be prepared by your staff. I would like to have your further 
analysis of the character of this program, and what you believe to be 
its probable length. Is this a program which you think could be 
wound up in another year or two, or will it continue indefinitely into 
the future ? 

I have an idea of what your answer may be, but I want it for the 
record, because there still lingers in some quarters the thought that 
this program will come to an end in another year or two. That is 
why we, in Congress, particularly in the other body, have refused 
heretofore to accept any program beyond a year. 

It seems to me that the administration has got to come to grips with 
this problem if we are ever going to put the program on a more ef- 
ficient, realistic basis. I also think that we ought either to put it on 
a better basis or greatly curtail it. Iam afraid that now the program 
tends to be wasteful, and thus does not accomplish its purposes. 

I may say that I agree with what the Senator from Minnesota said 
about personnel. I raised this question myself about the recruitment 
and training of program employees. 

I do not think we can run a good program unless we make a major 
effort*in this field. 

Mr. Rosertson. I cannot argue with you about the urgency of 
training our personnel. 

The Cuarirman. That training is something we must provide. There 
is no excuse for waste because of lack of trained personnel in coun- 
tries receiving aid. 

(The following information was subsequently submitted for the 
record :) 


PROBABLE DURATION OF THE MUTUAL SECURITY PROGRAM IN THE F'aR EAST 


The present request for congressional authority to continue the mutual security 
program, as it relates to the Far East, is made within the policy context estab- 
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lished by section 2, “Statement of policy,” of the Mutual Security Act of 1954, as 
amended to June 30, 1958. Section 2(a), relevant to the duration of the aid 
program, is here quoted in full: 

“Sec. 2. STATEMENT OF PoLicy.—(a) The Congress of the United States rec- 
ognizing that the peace of the world and the security of the United States are 
endangered as long as international communism and the nations it controls 
continue by threat of military action, use of economic pressure, internal sub- 
version, or other means to attempt to bring under their domination peoples now 
free aud independent and continue to deny the rights of freedom and self-gov- 
ernment to peoples and nations once free but now subject to such domination, 
declares it to be the policy of the United States to continue as long as such 
danger to the peace of the world and to the security of the United States per- 
sists to make available to free nations and peoples upon request assistance of 
such nature and in such amounts as the United States deems advisable com- 
patible with its own stability, strength, and other obligations, and as may be 
needed and effectively used by such free nations and peoples to help them 
maintain their freedom.” 

This quoted section of law recognizes by implication that no time limit can 
reasonably be set upon the duration of the mutual security program because 
the termination of the program is made contingent in principle upon the cessa- 
tion of forces such as international communism which are beyond our control, 
but which we must resist so long as they are active. 

In the interests of U.S. security, we shall be obliged to continue the military 
assistance programs in the Far East as long as Communists forces are arrayed 
against the free world in North Korea, Vietnam, and on the Taiwan Strait, 
and as long as Communist internal subversion through violence is a present 
threat in the several Far Eastern countries. We shall, therefore, by the same 
token, have to continue defense support to countries receiving military aid as 
long as, and to the extent that, the domestic resources of these countries will 
not permit them unaided to bear the economic burden of necessary defense 
and prevent their existing levels of living from deteriorating. Moreover it is in 
our interest to continue technical cooperation and economic development assist- 
ance—mainly loans from the Development Loan Fund—to the underdeveloped 
countries of the Far East to supplement their own resources and to maintain a 
total inflow of foreign loans or investment from all sources adequate to develop 
and maintain a satisfactory rate of economic development. For this purpose, a 
satisfactory rate of economic development is one that will respond to popular 
aspirations for a better life sufficiently to sustain the faith of the Far Eastern 
peoples in their economic and political future as free, independent, self-govern- 
ing, non-Communist nations. 

The aid requirements of the several Far Eastern recipient countries are not 
uniform, and trends in country aid levels diverge accordingly. Australia and 
New Zealand receive no aid. No recipient country receives all forms of aid, 
and the time when aid of a particular kind will become unnecessary for a given 
country may differ from that for another country. 


Fiscal year 1960 proposed mutual security program—The world and the Far East 


[Dollars in millions] 

















Far East 
Vahti! ("°- T° 
Amount Percent of 
world 
Military assistance ._.._-_--- Bac ats Madictae ws dpnasg sacethn aecbiccina Alte atien 1, 600.0 567.2 35 
Defense support. -- __--- as alae eiietieompagoes® a 835. 0 553.0 66 
Special assistance _ __--._._- inn Tid dirs die ew Wetabdies wilh Deltech 271.8 3.7 1 
Technical cooperation ......................-- stien es edd 211.0 36.7 17 
ee Ee eons gumene sae ; 2,917.8 1, 160.6 
Development Loan Fund___-_-. ; dais 700. 0 (‘) (1) 
PT RO Ss 0 nisl os ditlen~Séaenanicaboinnead Ws 112.2 (') (') 
CIE ch ceenb lL cn ci debi done Saaodddiontoee bt 200. 0 (‘) () 
SE ee - inches aicmaleiaindias 3, 930. 0 (') (') 














' Not programed by region. Of the Development Loan Fund loans approved to Mar. 31, 1959, an amount 
of $167 million, or 24 percent of the total, represented loans to Far Eastern underdeveloped countries. 
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The above table reveals that the bulk of the cost of the Far Eastern program 
lies in military assistance, defense support, and credits for economic develop- 
ment. Technical cooperation is by nature a continuing, long-term program, sub- 
ject of course to changes in composition. However, it is not among the more 
costly programs. 

Military aid and defense support to Korea, China, and Vietnam account for 
[deleted] of the $1,120 million total such aid proposed for the countries of the 
Far East in fiscal year 1960. These countries are in the front line of the struggle 
with international communism. We can hope in the near future to reduce mili- 
tary and defense support aid to the extent that they become able to carry 
increased burdens themselves, but its termination must await a substantial 
improvement in international relations for which little hope appears to exist 
in the next few years. 

Loans for economic development are extended by the Development Loan Fund 
for a purpose which is necessarily long-term. However, these loans represent 
a residual resource which supplements capital available from the borrowing 
country’s own domestic resources, and from other external sources such as the 
IBRD, the U.S. Export-Import Bank, and foreign private and public lending 
agencies. The question of duration of the lending operations of the DLF, with 
respect to a given country, will depend mainly—assuming a DLF lending capabil- 
ity—upon the ability of the country to reach a stage of development at which the 
rate of domestic capital formation as supplemented by other capital inflow will 
be high enough to make unnecessary a resort to the DLF. There are of course 
a number of considerations, but this is the main point. 

The underdeveloped countries of the Far East cannot as a group be expected 
to reach this point during the next decade. Inasmuch as the DLF program 
has just this year acquired momentum, and in view of the political importance 
which the rates of development of the less developed countries have recently 
assumed in the cold war, DLF loans extended per annum should expand—cer- 
tainly not contract—during the next several years. 


The Cuarrman. Are there any further questions? 


AVAILABILITY OF EVALUATION STUDIES 


Senator Humpnurey. I would like to see those evaluation studies, 
Mr. Chairman. We are going to have grave difficulties in supporting 
this program in the Senate. You know this better than I x Mr. 
Chairman. 

The CHarrman. We have both raised this question to see what the 
State Department’s attitude is in regard to making these studies avail- 
able to us. 

However, we cannot make them allow us access to the studies. If 
they care to make them available to us privately on their own terms, 
that is within their power; but if they do not wish to give them to the 
committee, we cannot force them to do so. I did, however, want it 
on the record that we asked to see the sutdies even though the executive 
branch does not want to give us access to them. 

Senator Humpurey. It is true that we cannot insist on seeing the 
studies. However, it seems to me that promoting the program is a 
joint enterprise. We in Congress are the ones who, on the basis of 
what we know about the program, vote for this legislation. I believe 
in the program; I am for it. My argument is simply that I con- 
tinually receive reports from responsible people—business people, 
university people, professional people—who write letter after letter 
saying, “Senator, you had better look into what is going on in Korea. 
You ought to see what is going on in the Philippines. You ought to 
see what is going on here and going on there. 

“I am a taxpayer. I am for your program, but it needs careful 
scrutiny and, in many places, drastic reforms.” 
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Now, when we get documented complaints day after day, I think we 
have a right and a duty to find out what is going on. How can we 
know what is going on ? 

The CuHarrman. I do not approve of many things we have heard 
about, and would like to know what we are going to do to improve our 
foreign aid program. 

Senator Humpurey. I would like to look at those reports. 


NEED FOR TRAINING COMPETENT PROGRAM PERSONNEL 


The Cuarrman. I do not know that that is going to help. What I 
want to know is how we are going to improve the program by re- 
cruiting and training competent personnel. 

I also think we need to exert our influence in certain places. We 
cannot tolerate corruption. 

Mr. Rosertson. [ do not think that we have a chief of mission in 
any country in Asia who is not trying to exercise all the appropriate 
Salcnans that he can in getting the kind of government we would like 
to see. And I can assure you there is no indifference about corruption 
in any place. 

The Cuairman. Furthermore, the training of local personnel, as 
well as our own people in the program, is a prime objective. 

Mr. Rosertson. I think it is one of the most important things. 

The Crarrman. This is extremely important, because if we do not 
provide better training, we will continue to have waste in the pro- 
gram. 

Senator Humpnrey. How many people are we training at present? 
How many people are stationed in the various countries on military 
missions in comparison with the number in each country on public 
administration missions ? 

The Cuarrman. Could you please supply us with that information ? 
I think it would be interesting and helpful if we could have a full 
statement of what our training program is for both Americans and 
foreigners who work in the program. 

Senator SparKMAN. I do not think the figures should be limited to 
those people who are brought to this country for training because we 
are also training locally in the various countries. I think we need a 
breakdown showing the entire training effort. 

The Cnarrman. The information should not be limited to Ameri- 
can personnel. I think the training we are doing abroad is probably 
better and should be utilized to the fullest extent possible. 

As you know, other Members of the Senate besides members of this 
committee have also evidenced an interest in this problem. With so 
much concern, perhaps we can develop something far better than we 
have now in the way of training personnel. 

(The following information was subsequently submitted for the 
record :) 


TRAINING OF PARTICIPATING COUNTRY PERSONNEL IN THE FAR Bast 


Training of participating country personnel is one of the primary objectives 
of the technical cooperation programs in the Far East. It is, in addition, an 
important element of certain defense support programs where training is neces- 
sary to provide the skilled personnel required to operate aid-financed installa- 
tions. From fiscal year 1951 through the first 9 months of fiscal year 1959, a 
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total of 9,294 participants from the Far East will have benefited from training 
in the United States or third countries under both programs. 

This ‘total does not include the large number trained under the supervision 
of U.S. technicians attached to ICA missions in the various Far East coun- 
tries, or those trained in connection with the various contract operations car- 
ried out under the aid programs in these countries. No accurate count is 
immediately available of the number who have received or now are receiving 
such in-service training in their own country under the auspicies of U.S. aid. 
However, it is certain to be several times the more than 9,000 who have been 
sent abroad for training. Similarly, no accurate’data are available as to the 
number of students who have benefited from U.S.-assisted educational pro- 
grams either at the elementary or secondary level, and in the colleges and 
universities. 

Substantial emphasis has been given to the training of local leaders through 
improvement of college and university facilities and curriculums. This has 
been accomplished with the assistance of American universities under con- 
tracts financed with aid funds. In Cambodia, a contract is proposed to be 
negotiated with an American university to help develop permanent teaching 
facilities at two agricultural schools to replace present part-time staff. 

In China (Taiwan), Purdue University is helping improve the quality of 
engineers graduated by a local university. Pennsylvania State University is 
providing assistange in the teacher training field. Another American college 
is to be selected to advise on vocational agricultural education. 

In Indonesia, the University of California is helping to improve medical 
education in two Indonesian universities, while Tuskegee Institute is assist- 
ing in the vocational education field. The University of Kentucky will con- 
centrate on the development of a School of Public and Business Administra- 
tion. 

In Japan, the University of Massachusetts and the University of Michigan 
are affiliated with two Japanese universities to exchange professors, students, 
and technical knowledge in the agricultural and industrial fields. 

In Korea, the University of Indiana assists in the development of nursing 
education, while Peabody Teachers College is concentrating on improving teach- 
er training. An American university is to be selected to help Korea improve 
vocational education techniques. Minnesota University is engaged in several 
activities in the field of higher education and is rendering assistance in pub- 
lic administration. Washington University (St. Louis) is providing technical 
assistance in the field of business administration. The University of Oregon 
provides technical advice to the Economic Development Council, and Syracuse 
University is engaged in information services and demonstration of audiovisual 
eenter activities. 

In the Philippines, Cornell University is concentrating on agriculture and 
forestry education work and Syracuse University supplies technical advice to 
the Industrial Development Center in the field of management training. Stan- 
ford University is assisting in the improvement of vocational education. 

In Thailand, under the country program, Oregon State College is helping with 
the improvement of professional and administrative competence of a Thai uni- 
versity. Wayne State University is providing advice to a technical institute, 
while Indiana University is helping with teacher training and wth the develop 
ment of a Public Administration Institute in another Thai university. Texas 
University is assisting the science and engineering departments of a Thai uni- 
versity to provide a better education for students in these fields. 

With the funds made available for Asian economic development, contracts 
were negotiated with (a) the University of Michigan for a regional English 
language training project, (b) the University of Hawaii for a SEATO skilled 
labor education program, and (c) Colorado State College for assistance to the 
SBATO Graduate School of Engineering. All of this assistance is extended to 
educational institutions in Bangkok. 

In Vietnam, Michigan State University assists the National Institute of Ad- 
ministration with advisory services in matters and training pertaining to gov- 
ernment administrative practices. 

Under a contract with the University of Hawaii, the facilities of the Hawaii 
training centers are made available for participant training in the fields of agri- 
culture, public health, public administration, education, housing, community 
services, and trade and industry. 

It is estimated that a total of more than $10.3 millien will be expended dur- 
ing fiscal year 1959 to provide training in the United States and other countries 
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for participants from countries in the Far East. During the same period, a 
total of about $6.8 million will be programed to meet the costs of university 
contracts. Beyond these definitive costs for training, a certain proportion of 
the U.S. technician and contract services costs actually is attributable to the 
training element. However, the amount of this unallocated cost cannot be de- 
termined with any reasonable degree of accuracy. 

In fiscal year 1958 the U.S. armed services made a total of 5,808 spaces avail- 
able in the United States for training military personnel from countries in the 
Far East. This included Army, Navy, and Air Force training. In line with 
the policy to increase the number of foreign nationals receiving military train- 
ing in the United States, provision has been made for a total of about 7,740° 
from the Far East countries in fiscal year 1959. However, the actual number 
of individuals who come to the United States for military training is slightly 
less than the above totals because some take more than one training course. 

Although the duration of the military training period varies among the per- 
sonnel trained, the average time spent in the United States for this purpose is 
about 3 months. 

In regard to public administration, including public safety, training provided 
under the ICA aid programs, a total of 410 participants started receiving in- 
struction in this technical field of activity during the first 9 months of the 
current fiscal year. Additional participants will start training during the 
April-June period. Of those who started training, a total of 291 are in the 
United States for this purpose and 119 are in third countries. 

Details of the ICA training activities for fiscal year 1959 through March 31 
are set forth in the ICA report “Participant Training Operations,” a copy of 
which is attached. 


1Pxcludes Australian and New Zealand personnel receiving military training in the 
United States. 








PARTICIPANT TRAINING 
OPERATIONS 


STATISTICAL REPORT AND ANALYSIS 


JULY 1958 - MARCH 1959 
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IMPORTATIONS UNDER THE AID PROGRAM 


Senator Sparkman. Mr. Chairman, I would like to say that I some- 
times have a feeling of futility with reference to many of these com- 
plaints we receive. 

Let me go back to Laos. It must have been about 2 years ago that 
I received some very full reports from a former Foreign Service offi- 
cer who had been in Laos. He made a number of allegations about 
things that were going on there which were wrong. 

I submitted these specific complaints to ICA, and I got back a letter 
glossing them all over. That was the end of it so far as I know. 

' Now, 2 years later, the General Accounting Office uncovers these 
mistakes and we finally wake up to them. 

Two years ago the committee conducted a comprehensive study of 
the foreign aid program. A man named Clem Johnson, in one sur- 
vey, reported a case about the resale of bicycles in Laos. It seems the 
reaction to reports of maladministration is slow. ; 

There is another point I am not clear on—one which was called to 
my attention a while ago. You said the importers pay the import 
taxes? How isthis done? If we grant aid to Cambodia, for instance, 
how does it reach Cambodia? How is it put in circulation, and what 
is the route it takes? I think it is well to have all this information 
for the record becauise if I were asked these questions I could not give 
an adequate explanation. 

Mr. Moyer. May I give it for the record? I might just give a gen- 
eral outline now and we will supply a fuller statement. 

Senator SparkMAN. Fine. 

Mr. Moyer. It starts with a study in the country as to what it seems 
the country is going to have to import and what it can import with its 
own money and what we will agree to supply. 

Now, that establishes certain categories of goods which are ap- 
proved there and in Washington, and then importers are invited to 
submit bids for specific items under these major categories. These 
bids are examined and decisions are made as to who gets the business. 

Now, the importers are not given the money directly. These im- 
porters apply to a local bank, which is given the handling of this busi- 
ness, for letters of credit. 

The local banks arrange to open letters of credit with an appropri- 
ate bank in the United States. This bank, in the meantime, has re- 
ceived from ICA an overall document stating the kinds and specifica- 
tions of goods authorized for ICA financing. The U.S. bank exam- 
ines shipping documents that come in to determine whether they meet 
the requirements of the overall document and the terms of the letter 
of credit. 

If they do, then the bank pays the supplier. The importer him- 
self does not get the money. The money is provided to the supplier. 
In due course after shipment, the goods are received in the country. 
Upon arrival, there is sometimes a difference as to whether the local 
currency equivalent of the value of the goods is deposited at that time 
or whether only a balance is due since some advance deposit has been 
made. In either event an equivalent in local currency is deposited 
in the local bank to the credit of a special counterpart account. That 
is the way it is done. 
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Senator SparkMAN. When the program is made up it consists not 
only of X dollars but also of X items / 

Mr. Moyer. Yes: that is within broader categories. The specifics 
are developed later within them. 

Senator SparKMAN. Thank you. 

(The following information was subsequently submitted for the 
record :) 


PROCEDURES FOR COMMERCIAL IMPORTS UNDER THE AID PROGRAM 


Supplementing Dr. Moyer’s testimony before the Senate Foreign Relations 
Committee on May 11, the following detail is provided with regard to the pro- 
cedures for commercial imports under the aid program. Since specific refer- 
ence is made to Cambodia, that country is used as the example. The situation 
described is one in which normal U.S. commercial bank financing is employed. 
Deviations from this type of financing are not explained since they are used less 
frequently. 

For the purpose of clarity the commercial import activities are discussed in 
chronological order, under the following topics: 

(a) Import programing. 
(b) Import procedures. 
(c) Financing. 

(d) End-use audit. 


1. Import programing 


One of the important elements in formulating the total aid program for Cam- 
bodia is known requirements for certain commodities which must be imported 
in order to satisfy the needs of the economy. The analysis of these needs by the 
ICA mission, based on discussions with Cambodian Government officials and 
experience with regard to actual imports in prior years, is reflecting in a pro- 
posed program for nonproject aid. This proposed progam is reviewed by ICA in 
Washington for conformity with U.S. statutory requirements, policy, and fiscal 
and other appropriate considerations. 

The commercial imports for Cambodia proposed for financing with aid funds 
during fiscal year 1960 are set forth in the fiscal year 1960 presentation book on 
page 34. 

After funds are appropriated by the Congress, the proposed nonproject pro- 
gram is adjusted to fund availabilities within the total aid level for Cambodia 
and, as thns adjusted is approved as the operational program for the year. 
Commercial imports are authorized for aid financing under this approved 
program. 

With approval of the annual operational program, officials of the ICA mission 
in Phnom Penh meet with representatives of the Cambodian Government to deter 
mine the details of the commercial import progran. Past patterns of trade are 
analyzed and anticipated requirements are considered in arriving at a judg- 
ment as to the allocation of aid funds and the types of commodities to be author- 
ized under each group in the approved program, These groups and types of com- 
modities for which aid funds are planned to be made available are classified 
according to the U.S. Department of Commerce, schedule B, “Statistical Classifica- 
tion of Domestic and Foreign Commodities Exported From the United States.” 

When a joint decision is reached by ICA mission and Cambodian Government 
representatives, a PAA (procurement authorization application) is prepared, 
signed by the Cambodian Government, and forwarded to ICA in Washington 
requesting the issuance of a PA (procurement authorization). Washington re- 
views the application to determine that it is in accordance with the approved 
program, is not for a luxury type of commodity, contains an adequate justifica- 
tien and is correct in other administrative details, and then issues a PA. This 
document, in effect, is the authority for the Government of Cambodia to authorize 
the importation of the commodity stated in the document up to the amount 
indicated within a certain period of time, predetermined by ICA procurement 
experience for the kind of commodity involved and the time required for ship- 
ment under normal commercial practices. 

At the same time that ICA issues a PA it issues a financial document called 
a Letter of Commitment to the U.S. bank named in the PAA. This bank is 
designated by the Cambodian Government. ICA does not directly or indirectly 
influence such a designation. The Letter of Commitment advises the bank that 
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the U.S. Government will reimburse the bank in U.S. dollars, up to the amount 
stated, for any sight payments made for the account of the approved applicant 
named in the Letter of Commitment, provided the bank follows the require- 
ments stated in ICA Regulation 1. An approved applicant would be the Gov- 
ernment of Cambodia or an agency designated by it which is authorized to issue 
instructions to the U.S. bank. 


2. Import procedures 


When a PA is issued, the Government of Cambodia is notified and sent an of- 
ficial copy of the document. After receipt of notification, the Government makes 
a public announcement in the newspapers and in bulletins advising the public 
that it is prepared to subauthorize to importers the right to procure the com- 
modities stated in the PA, subject to all the terms and conditions stated in the 
ICA document, specifying the commodities or services, source of supply, the 
amount for which individual importers may apply if there is a limitation, the 
periods during which contracts and deliveries may be made, and all other spe- 
cial conditions. Importers are informed at which Government office application 
forms for an import license may be obtained and when and where they must 
be filed. Announcements are made at various times throughout the year after 
appropriate PA’s are issued by ICA in Washington. 

The import license application forms are reviewed by Cambodian Govern- 
ment officials. An ICA mission representative participates in this review. If 
the amount of import authority requested in the applications exceeds the total 
funds available, import license applications are approved in the order of filing 
or on the basis of random selection from a group of numbers, corresponding to 
those on the application forms. 

A public announcement is made of approved applicants. A copy of this an- 
nouncement is provided to the ICA mission which checks the announcement to 
assure that it coincides with the record of the proceedings in approving the 
applications. Import licenses are issued on the basis of approved applications. 
All imports effected with aid financing must comply with the requirements of 
the mutual security legislation, ICA regulation 1, and other relevant adminis- 
trative procedures. 


3. Financing 

The importer who has been granted an import license applies at a local bank 
in Cambodia for a letter of credit which provides the means of payment to the 
supplier of the goods in the United States, or any country in the free world. 
The Cambodian bank requests the U.S. bank, to which ICA has issued the 
letter of commitment, to open a letter of credit for a stated amount under the 
terms of the relevant PA on behalf of the importer. The latter must deposit 
riels at the rate of 35 to the U.S. dollar with the Cambodian bank in support of 
his application. The actual amount deposited will depend on his local credit 
standing. 

When the supplier ships the goods and obtains the necessary shipping docu- 
ments, he presents these to the U.S. bank or to the correspondent of the U.S. 
bank located in the country of the supplier, together with other documents re- 
quired by the terms of the letter of credit and obtains payment. The corre- 
spondent bank, if one is involved, forwards the documents to the U.S. bank 
which, in turn, submits these documents to ICA in Washington or to the ICA 
disbursing officer in New York and is reimbursed from U.S. Government funds. 
ICA audits these documents to assure compliance with existing legislative and 
administrative requirements. If requirements have not been met, the participat- 
ing country is requested to take corrective action. Failing this, appropriate 
action is taken by ICA to obtain a refund of the aid funds expended in the 
transaction. 

After the goods arrive in Cambodia, the importer is notified. If he has not 
made full payment in local currency, he must pay the balance required in order 
to obtain his negotiable shipping documents so that he can clear the goods 
through customs and obtain possession of them. The total local currency 
equivalent of the dollar cost of the goods, together with the customs duties that 
accrue from the transaction, are deposited in a special counterpart account. 


h. End-use audit 


The ICA mission in Phnom Penh receives a copy of the shipping documents, 
invoices, and notices of arrival of the goods in Cambodia. After the goods 
have been cleared through customs, selective end-use audits are made to assure 
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that the goods are of the nature, character, quantity and quality authorized 
to be purchased under the PA and are in accordance with invoices rendered. If 
not, appropriate steps are taken to obtain corrective action or to obtain a refund 
of the aid funds expended in the transaction. 

The Cuaraman. Thank you very much, Mr. Secretary. We may 
have still other questions but we will excuse you for the present. 

Mr. Rosertson. I will be available at any time. 

The CHarrmMan. The committee will recess until 2:30 o'clock. 

(Whereupon, at 1 p.m., the committee recessed, to reconvene at 
2:30 p.m. of the same day. ) 


AFTERNOON SESSION 


Present: Senators Fulbright (chairman), Green, Sparkman, 
Humphrey, Gore, Lausche, Aiken, and Carlson. 

The CuarrMAn. The committee will come to order. We have this 
afternoon the Honorable Joseph C. Satterthwaite, Assistant Sec- 
retary of State for African Affairs; Rear Adm. E. B. Grantham, Jr., 
Director, Near East, South Asia, and Africa Region, Office of As- 
sistant Secretary of Defense for International Security Affairs; and 
Stuart H. Van Dyke, Assistant Deputy Director for Operations, In- 
ternational Cooperation Administration. 


STATEMENT OF HON. JOSEPH C. SATTERTHWAITE, ASSISTANT 
SECRETARY OF STATE FOR AFRICAN AFFAIRS; ACCOMPANIED 
BY STUART H. VAN DYKE, ASSISTANT DEPUTY DIRECTOR FOR 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION; 
AND REAR ADM. E. B. GRANTHAM, JR., USN, DIRECTOR, NEAR 
EAST, SOUTH ASIA, AND AFRICAN REGION, OFFICE OF ASSIST- 
ANT SECRETARY OF DEFENSE FOR INTERNATIONAL SECURITY 
AFFAIRS 


The Cuarrman. Mr. Satterthwaite, you have a statement, I believe. 

Mr. Sarrertuwaite, Yes, sir. 

The CuatrmMan. Would you like to read it? 

Mr. Sarrertuwatte. I think that would be perhaps the best way 
to start. 

The CuatkMan. You may proceed. 

Mr. Satrrertuwaitre. Mr. Chairman and members of the commit- 
tee: I am glad of this opportunity to discuss with you the mutual 
security program and Africa. My appearance before you may in 
itself be of some significance, since it is the first time that an Assistant 
Secretary of State for African Affairs has made such an appearance 
before this committee on the mutual security program. This fact of 
course reflects the recognition on the part of the Congress, which 
last year approved a new position of Assistant Secretary of State to 
head the Bureau of African Affairs, of the growing importance of 
Africa to the free world. 


EMERGENCE OF NEWLY INDEPENDENT STATES IN AFRICA 


I hardy need emphasize the fact that there is probably no area on 
earth toc y more alive with change, more politically, socially and 
economically on the move than Africa. Seldom in history have such 
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tremendous changes come to any continent as those we have seen in 
Africa since the end of World War II. The pattern of the new 
Africa is unfolding rapidly. While we still talk of much of this vast 
continent of 220 million people as an uncommitted area, it is difficult 
for me to emphasize sufficiently the urgency of the problems we face 
in Africa. 

As nation after nation reaches independence—and we have seen 
this happen in Libya, Morocco, Tunisia, Ghana, and Guinea since 
World War II—almost the first concern of these new governments 
is the imperative need to show reasonable results in improving the 
standard of living of its people. This becomes of decisive political 
importance to the survival of these new governments. 

ne thing is certain: We must understand the vast political po- 
tential of this great continent, and to do so we must understand the 
aspirations of Africa’s people. The surge toward self-government 
will again be reflected during 1960 when Nigeria, Cameroon, Togo, 
and Somalia will emerge as independent nations, 


AFRICAN NATIONALISM 


The past year in Africa has been marked by this onrushing tide of 
African self-determination. Nationalism has erupted in area after 
area in places where a year ago its rise would have seemed most un- 
likely. Some of the most recent manifestations were the achievement 
of full independence by Guinea, as a result of its voters’ decision in a 
referendum on September 28, 1958; the All-African Peoples Confer- 
ence at Accra, Ghana, in December 1958, and the riots in Leopold- 
ville and Nyasaland earlier this year. 

In short, little of Africa remains unstirred by the desire for greater 
self-expression. The disorders we are now seeing in Africa can be 
infectious. The separate but spreading outbreaks over the continent 
of Africa are disturbing. While there is great distance separating 
these disorders, there is for many of them a basic common denomi- 
nator. It is the struggle for independence, the powerful appeal of 
nationalism even before institutions to channelize it constructively 
can be evolved. 

The aspirations of the pan-African independence movement were 
recently highlighted by the gathering of nonofficial delegates from 
all over the continent at Accra to the aforementioned All-African 
Peoples Conference. One result of the Conference was to set up 
headquarters in Accra to coordinate the various nationalist: move- 
ments. Although some of the resolutions adopted at Accra were con- 
troversial, it is evident that they generally reflected the aspirations of 
the Africans for self-government and economic and social progress, 
as well as their basic and determined opposition to colonialism and 
racial discrimination. 


NATURE OF NEW AFRICAN STATES 


The new African states which have emerged—as well as those of 
longer duration—are, for the most part, governed by regimes which 
are moderate, friendly, and dedicated to the maintenance of their 
independence. In this we are most fortunate, for these are tre- 
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mendous assets to the free world which must be conserved and 
strengthened. 

But if these moderate regimes are to maintain themselves and 
justify their present orientation, they must be able to demonstrate 
to their peoples, in concrete and understandable terms, the advantages 
of cooperation with the West and of middle-of-the-road approaches to 
the solution of their current pressing problems. 


IMPORTANCE OF AFRICA TO FREE WORLD 


I do not believe I need stress the importance of Africa to the free 
world, because by now this has become an accepted fact. We all know 
of Africa’s strategic importance to the free world as made evident in 
the major U.S. air, naval, and communications facilities maintained 
in Morocco, Libya, and Ethiopia. 

There is also, of course, a direct relationship between north African 
stability and peace and that of the European and Mediterranean 
areas. Sub-Sahara Africa’s contribution of strategic raw materials— 
uranium, diamonds, manganese, tin, copper, chrome, to mention a 
few—is of vital importance to Africa’s own development and to free 
world strength and security. The influence of African leaders and 
African blocs in world affairs and in international councils is growing. 
The use of this influence voiced in support of free world aims is a 
significant factor in debates on international issues. 


COMMUNIST OFFENSIVE IN AFRICA 


The yearnings and aspirations in Africa that I have previously dis- 
cussed indicate quite clearly that we must accept the fact that the 
Communists will seek to gain influence on this great continent. It 
has been demonstrated time and again that they have techniques with 
which to exploit local difficulties and emotion: al issues. They particu- 
larly espouse nationalism in dependent areas and in new nations out- 
side their own zone of influence. Above all they seek to exacerbate 
difficulties from whatever trouble they spring—economic, racial, and 
i and there is always an adequate quota of trouble in new, in- 
experienced states. 

During the past year, the outlines of the Communist offensive in 
Africa have emerged with startling rapidity. The organizational 
groundwork for Communist penetration was laid at the Cairo Afro- 
Asian Peoples Solidarity Conference in January of 1958, with the 
establishment of a permanent secretariat under indirect Communist 
control. 

In addition to the utilization of the Afro-Asian solidarity mecha- 
nism, the Communist bloc has made considerable progress in estab- 
lishing diplomatic, cultural, and economic ties with the newly inde- 
pendent African states. Trade agreements have already been signed 
with Ethiopia, Morocco, Tunisia, and Guinea, while full diplomatic 
relations are now established with Ethiopia, Libya, Morocco, and 
Guinea, and are about to be established with Ghana. 

And, parenthetically, the new Soviet Ambassador, with a rather 
large staff, is expected in Accra tomorrow. 

Communist offers of loans, grants, and technical assistance are be- 
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anticolonialist and pronationalist propaganda, It is anticipated that 
Communist efforts to infiltrate and dominate trade union, student, 
and professional groups will be greatly intensified and will take 
advantage of the various conferences of such groups organized under 
the auspices of the Afro-Asian Solidarity Council. 

The immediate Communist objective in Africa is the liquidation of 
all Western and particularly U.S. influence. In the pursuit of this 
objective, it can be anticipated that diplomatic, economic, cultural, 
and subversive weapons will be employed in coordination to exploit 
to the full the openings created by the revolutionary political and 
social ferment now sweeping the continent. 

Thus far the Kremlin has appealed to the instinctive neutralism of 
the newly independent states, which are eager for economic as well 
as political independence. Soviet officials have hitherto used Cairo 
as a platform from which to offer sweeping easy trade and aid terms 


to all of Africa. 


IMPORTANCE OF MUTUAL SECURITY PRUGRAM IN AFRICA 


Our most important tool in helping Africa with her economic prob- 
lems is the mutual security program, through which we can help the 
many emergent nations in their need for the technical and managerial 
skills which are a niust before any country can hope to start on the 
road toward development. Without these skills, no amount of capital 
will bring about growth. 

Africa’s economic and social needs, like its political and racial prob- 
lems, are as great as the continent itself. The realization of its eco- 
nomic potential is a tremendous task which has barely begun. 

Unemployment, trade deficits, scarcity of skilled labor and mana- 
gerial personnel, lack of resources, lack of educational and health fa- 
cilities, paucity of private and public investment capital, and economic 
dislocations arising from uncertainties in their foreign relationships 
with other countries, these are but some of the problems facing the 
independent nations of Africa today. ' 

All of these social and economic problems constitute a major chal- 
lenge. No one nation can possibly solve them alone. Africa must 
have and deserves the cooperative support of her free world friends 
in this endeavor. To the extent that the African states are successful 
in maintaining their independence, in developing their human and 
natural resources, and in assuming a constructive and responsible role 
in world affairs, so will they inspire others and demonstrate to those 
about to achieve self-government the practical results of moderation 
and cooperation. In this context it is clear that external aid is a key 
to the realization of these advantages. 


EUROPEAN AND OTHER ASSISTANCE TO AFRICAN NATIONS 


European countries continue to play a major role in the economic ad- 
rancement of Africa, particularly in the dependent territories. Eu- 
ropean governments through bilateral efforts have been providing 
significant amounts of assistance and investments in African areas, 
much of which is for economic development. 

The International Bank for Reconstruction and Development. and 
United Nations technical assistance have also been making valuable 
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contributions to Africa’s growth. In addition, private capital has 

made an enormous contribution to the development of Africa. I c an- 

not emphasize too strongly the urgent need for additional priv ate in- 

vestment abroad and the enlistment of private managerial and techni- 
‘al talents so desperately in demand in Africa. 

The mutual security program, as a vital arm of U.S. foreign policy, 
is becoming an increasingly important factor in Africa in ‘achievi ing 
both short- and long-term objectives in that continent. Its personnel] 
carry out programs ‘which are often as important to the success of our 
foreign policy as the efforts of our more traditional diplomacy. 


U.S. OBJECTIVES IN AFRICA 


Our objectives in Africa are simply stated. As a responsible world 
power the United States seeks to contribute to the peace, stability and 
prosperity of the African Continent. We favor the orderly develop- 
ment of the area toward self-government. To the extent possible, we 
stand ready with positive programs to assist the newly independent 
states to remain strong and able to work out their own destinies with- 
out outside interference by inimical interests. 

The United States encourages these developments without seekin 
to displace anyone in Africa. We regard sympathetically the legiti- 
mate aspirations of the African peoples, while at the same time en- 
couraging their retention of mutually advantageous ties with Eu- 
ropean powers. 

Ve recognize the essentially complementary character of the Eu- 
ropean and African Continents. The economies of the European 
powers would suffer greatly if they were denied access to African 
markets, raw materials and investment opportunities. Africa, at the 
same time, can effectively expand its less highly developed economies 
with the technical knowledge, capital, export markets and manufac- 
tures which Europe and the other free world countries are able to 
provide. 


ECONOMIC AND TECHNICAL ASSISTANCE REQUESTS 


My colleagues of the Defense Department and ICA will submit 
statements for the record which will set forth in greater detail our 
plans of fiscal year 1960 programs for Africa. Both are prepared 
to answer your specific questions on our military and economic assist- 
ance programs. I would like to outline very briefly our proposed 
programs. 

The economic and technical assistance programs proposed for 
Africa for fiscal year 1960 total $109 million. Of this total, $88.3 
million is for special assistance and $20.7 million for technical 
cooperation. 

SPECIAL ASSISTANCE PROGRAM IN AFRICA 


Special assistance programs are planned for the three north African 
countries of Morocco, Tunisia, and Libya and for Ethiopia, Somalia, 
and Liberia. 

Three of these countries, Morocco, Libya, and Ethiopia, contain 
important military bases and facilities. All of these countries are of 
special importance in maintaining the strength of the free world. 
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The serious economic problems in these countries, while varied in 
character, are of a nature most appropriately addressed by special as- 
sistance. In Morocco and Tunisia, high levels of unemployment and 
a general deterioration of their economies with the decline in French 
assistance are presenting serious problems of economic and political 
stability to the newly established governments. Special assistance for 
these two countries has been programed to provide additional re- 
sources to the development budgets to help raise the levels of economic 
activity. 

Special assistance for Libya, which is also directed to development 
budget requirements, has particular significance when one realizes that 
this country is dependent upon major external assistance for its very 
survival as a nation. 

In Somalia, special assistance will help this country maintain cur- 
rent levels of economic activity during this difficult period of tran- 
sition to independence. 

For Ethiopia and Liberia, the fiscal year 1960 special assistance 
programs have been planned to help broaden the impact of our tech- 


nical cooperation projects and, in this way, demonstrate our concern 
for their development problems. 


EXPANSION OF TECHNICAL COOPERATION PROGRAM IN AFRICA 


The technical cooperation program in Africa is being expanded 
markedly. The $20.7 million proposed for fiscal year 1960 represents 
a 40 percent increase over fiscal year 1959 and a 66 percent increase 
over fiscal year 1958. Much of this increase is for newly established 
country programs in Morocco, Somalia, Nigeria, Ghana, the east 
African territories and the federation of Rhodesia and Nyasaland. 

African multicountry projects are also proposed at a substantially 
higher level largely as a result of the National Academy of Sciences 
study of development problems in Africa south of the Sahara The 


major technical cooperation programs in Liberia, Libya, and Ethiopia 
are being continued. 


MILITARY ASSISTANCE PROGRAMS IN AFRICA 


The United States is currently engaged in a relatively small grant 
military assistance program in Ethiopia, and in cooperation with the 
British is supporting a Libyan army of modest size. We have also 
agreed to sell limited quantities of arms to Tunisia, and have in the 
past made available some light equipment for purchase by Liberia. 
Liberia, also defrays the cost of a small U.S. military mission which 
is engaged in training their internal security forces. 

For fiscal year 1960, $7,379,000 is proposed to continue military 
assistance to Africa. These programs are designed to contribute to 
the continued free world orientation and stability of their govern- 
ments, by enabling them to maintain armed forces adequate in size, 
training and equipment to assure internal security and to deter and 
defend themselves against local aggression. 
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ECONOMIC GROWTH IN AFRICA 


By our economic and technical aid programs, we are assisting the 
leaders and people of Africa to tackle their pressing internal prob- 
lems, and giving them a sound basis to hope for meaningful progress 
through nontotalitarian methods. This hope, and the challenge to 
make good on it, offer a healthy focus for the strong nationalism of 
the newly independent peoples—a focus much needed to nullify the 
appeal of irresponsible extremist movements which feed on hope- 
lessness. 

While economic development is primarily a task for the peoples of 
Africa, our mutual security program is helping to remove suc th bottle: 
necks to development as a lack of capital and a shortage or lack of 
certain kinds of technical and administrative knowledge and skills. 

Africa’s most pressing needs for economic growth are in the infra- 
structure of the economies—communications, transportation, power, 
ports and public services. It is in these areas of development. that 
the Development Loan Fund will become one of the most important 
elements pone mutual security effort in Africa. 

Because of the uncertainties we face in Africa, with new nations 
being born almost overnight, we must have flexibility to handle the 
unforeseen situations caidas ‘ies. It is for this reason that I 
consider a substantial contingency fund an indispensable element in 
this year’s aid request. 


IMPORTANCE OF WESTERN-ORIENTED AFRICA 


I am convinced that the yearning of the peoples of Africa for a bet- 
ter way of life presents us with one of the great challenges of our 
time. If we fail to respond adequately, we may stand accused as a 
people who proclaim our own satisfaction with the benefits of free- 
dom and well-being, but who are insensitive to the yearnings and 
needs of others. 

We must recognize that our posture before the world can be no 
better than the manner in which we fulfill obligations that flow from 
our status as the most materially favored nation in all history. The 
objective must be to help raise other peoples’ standards of living. In 
doing so we shall also help to quicken the pace of personal and politi- 
cal development—a goal which is impossible of achievement in the 
absence of economic growth. 

The orientation of Africa will, in the long run, depend on where 
the leaders and peoples feel their best interests lie. The ability of 
the West to encourage the pro-Western orientation of Africa will, 
moreover, probably depend less on our ability to convince Africans 
of the dangers of communism than on our demonstrating to them in 
positive terms the advantages of cooperation with the West. 

A responsible Africa is emerging on the world scene. We must 
stand prepared to give it sympathetic support and assistance if its 
great potential is to be achieved in a manner which will also benefit 
the free world. 

That is the end of my prepared statement, Mr. Chairman. 

The Cuamman. Thank you very much, Mr. Satterthwaite. This 
is &@ very comprehensive statement, and a very interesting one, out 
of which a great many questions can be asked. 
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There is one thought that occurs to me. 

Before I go into that, the statements of your associates will be 
placed in the record as part of the papa sag 

Mr. SatrerrHwaite. They are designed for that. 

The CHairMan,. Yes. 

(The statements referred to follows :) 


STATEMENT OF STUART H. VAN DYKE, ASSISTANT Deputy DIRECTOR FOR OPERA- 
TIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


AFRICA 


With Mr. Satterthwaite’s statement providing the political setting for the 
mutual security program in Africa, I would like to present in further detail 
a few points on the economic situation in Africa, ICA program accomplishments, 
and the proposal for fiscal year 1960. 


IMMENSE TASK OF ECONOMIC DEVELOPMENT IN AFRICA 
The economic challenge 


Aspirations for independence often carry with them the belief that freedom 
from outside control will bring economic prosperity. Yet the problems of 
Africa’s underdeveloped economies, compounded by the shortage of trained 
administrators and technicians, are deep rooted. As the challenge of political 
independence is met and overcome, the new African countries are inevitably faced 
with serious problems in the economic field. If they fail to attack these problems, 
the result may be political turmoil more intense than that generated by the 
struggle for independence itself. 

The task of economic development in Africa is immense. A continent of 220 
million people, covering one-fifth of the world’s inhabited area, Africa contains 
some of the most primitive areas of the world. Even in areas where economic 
growth has begun, much of the population continues to live at levels hardly 
better than their ancestors generations ago. 

The average per capita GNP for African countries (exclusive of Sudan and 
Egypt but including Union of South Africa) in 1957 was $125, the lowest for 
any continent. Among the individual countries the figures in 1958 range from a 
low of $31 in Somalia and $44 in Ethiopia to $191 in Morocco. In terms of the 
daily life of the Somali nomad this means a few handfuls of grain for food 
and a never-ending trek from waterhole to waterhole with his family and cattle. 
For the Ethiopian farmer, it means bare subsistence, poor housing, and a meager 
crop after arduous labor with crude implements. To the lowest paid Rhodesian 
copper miner, it Means a wage of $30 per month, or to the workers in trade 
and industry in the cities of Tunisia, it means a standard wage of 17 cents an 
hour. Raising the living standards of these people, even slightly, will require 
large scale capital investment and a major effort in the transfer of technical 
skills. 

Although 75 to 85 percent of the population is engaged in agriculture, much 
of Africa is characterized by infertile soils, searing deserts, and dry steppes or 
dense tropics. 

Except for the extractive industries, which many Africans believe have made 
only limited contributions to their economic advancement, industrial and com- 
mercial activity is rudimentary. 

Transportation facilities are sparse, major portions of the continent are iso- 
lated from participation in trade and the benefits of economic progress. In all 
of Africa, there are estimated to be only 755,000 miles of roads as compared 
with 3 million miles in the United States. Similarly, there are only 46,000 miles 
of railroad, practically all of which is on the perimeter of the continent and 
rarely penetrates the vast hinterland. 


NEED FOR DEVELOPMENT OF AFRICA’S HUMAN RESOURCES 


The absence of a well-developed infrastructure is a major impediment to de- 
velopment of Africa’s physical resources. An even more urgent need is the de- 
velopment of its human resources. Levels of education are low, and there is 
a critical shortage of Africans with technical skills and administrative know- 
how. The acuteness of this problem and how directly it affects economic ac- 
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tivity are becoming particularly clear in those countries where independence 
has recently been achieved, and where there has been an exodus of European 
technicians and administrators. In Morocco, 16,000 of the 45,000 French of- 
ficials and technicians left the country between 1955 and 1957. Tunisia and 
Ghana have similar problems. Nigeria, with independence just around the 
corner, is already seriously concerned about the departure of British tech- 
nicians and administrators. While these countries are applying stopgap meas- 
ures in an attempt to ease the immediate problem, the basic solution lies in the 
accelerated preparation of Africans for these posts. 

Illiteracy in African countries ranges as high as 85 to 99 percent. The num- 
ber of children in school is but a fraction of the total school age population. 
In Somalia, for example, only 7 percent of the elementary school age children 
are in school. In some countries there are only a few graduates of secondary 
schools and even fewer college graduates; yet these few must provide Africa’s 
technical and administrative leadership. 

The problem of education is aggravated by serious problems of disease and 
health. Death rates and the incidents of debilitating diseases are high. For 
example, in Liberia 60 percent of the total population is afflicted with malaria. 
Dysentery, tuberculosis, yaws, and bilharzia are widespread. The annual death 
rate per thousand is 30 compared to 9 in the United States. Of all live born 
infants, 70 percent die before reaching the age of 2. 

Meeting this challenge is basically the job of the African people and their 
leaders. Though they may accept this responsibility with energy and enthu- 
siasm, it should be recognized that none of the African countries can possibly cope 
with these problems without assistance from other members of the free world 
community. 


EXTERNAL ASSISTANCE TO AFRICA 


Forms of external assistance 


Assistance from European countries is of major importance in Africa’s devel- 
opment. One source of assistance from Europe is the Common Market Fund 
which over 5 years is providing $580 million for economic development in the 
French territories, Belgian Congo and Somalia. France, in addition, has been 
providing about $600 million a year in public funds to Algeria and French de- 
pendent territories. The United Kingdom is contributing about $65 million a 
year to its territories and commonwealth partners in Africa. Spain, Belgium, 
and Italy continue to spend a combined total of about $25 million a year for 
the benefit of their associated African territories. 

The International Bank for Reconstruction and Development and the United 
Nations technical assistance program also are playing important roles in Africa. 
The IBRD has made loans in Africa (excluding the Union of South Africa) as 
of December 31, 1958, totaling more than $300 million for such major projects as 
Ethiopian road construction, Nigerian railroads, and electric power and rail- 
road projects in the Federation of Rhodesia and Nyasaland. Under the United 
Nations expanded programs of technical assistance, about $3 million of the 
world total of $26 million is bing spent annually in African countries, excluding 
Egypt and Sudan. 

Private enterprise both United States and foreign can bring to Africa valuable 
assets of capital and technical know-how. However, other than the major pri- 
vate investment in the extractive industries, United States and other foreign 
private capital flowing to Africa is meager. 

It is U.S. policy to encourage support from these multilateral and bilateral gov- 
ernment programs as well as from United States and other private enterprise. 
These sources by themselves, however, cannot keep pace with the economic prob- 
lems and aspirations which are growing at an accelerating rate. In the light of 
Africa’s need for U.S. assistance, an affirmative response is basic to current and 
long range U.S. interests. 

Several instruments available to the U.S. Government are actively being em- 
ployed wherever feasible in support of African development. The Export-Import 
Bank and Public Law 480 are both filling special needs. From June 1950 to De- 
cember 1958 the Export-Import Bank has made loans totaling $47.1 million te 
African countries where ICA has programs. These loans are contributing to im- 
portant developments in air transportation in Ethiopia and highway construction 
in Liberia. While the possibilities for sales under title I of Public Law 480 are 
limited because there is little commercial import demand for agricultural com- 
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modities, a number of relief and emergency situations have been met with grants 
under titles II and III. 


DEVELOPMENT LOAN FUND, SPECIAL ASSISTANCE AND TECHNICAL COOPERATION 
PROJECTS 


The mutual security program and accomplishments 


The principal means of advancing U.S. economic objectives in Africa are those 
of the mutual security program. Within this authority the Development Loan 
Fund is employed to the maximum extent possible to support those long term 
capital requirements that cannot be met from other sources. To date six loans 
have been approved for African countries (excluding Sudan) totaling $18.8 mil- 
lion. Major projects being financed by the Development Loan Fund, for example, 
are a pulp factory for Tunisia and telecommunications in Liberia. Depending 
upon the adequacy of appropriations made available to the Development Loan 
Fund and the development of sound projects appropriate for DLF financing, it is 
hoped that loans from the DLF for Africa will rise sharply in the next year. 

Because of the variety and complexity of Africa’s needs, the Development 
Loan Fund cannot meet all the requirements for external assistance. In some 
eases the principal need is for assistance with immediate problems of political 
and economic stability as distinct from the needs for long-range economic 
growth. In others there is a very limited capacity to repay, even in local cur- 
rencies. In still others, the projects proposed for MSP financing are not nor- 
mally considered suitable for loan programs. The appropriations for special 
assistance and technical cooperation are thus valuable instruments in the 
furtherance of African advancement, particularly since they permit allocations 
responsive to the special U.S. objectives in each recipient country to be planned 
in advance. Accomplishments to date, I believe, firmly attest to the value of 
special assistance and technical cooperation as instruments for carrying out the 
purposes of the mutual security legislation. 


COUNTRIES RECEIVING SPECIAL ASSISTANCE 


Special assistance, provided to Libya, Morocco, Tunisia, Ethiopia, Liberia, 
and Somalia, has contributed substantially to the furtherance of U.S. objectives 
in these areas. Each of these countries has serious economic problems; each 
is of special importance in the preservation of free world strength and support. 
Three of them contain military facilities important to the free world defensive 
pattern. Failure to supply this special assistance might result in costly losses 
to the United States of free world defensive strength. It would also lose the 
recognition of positive U.S. concern for the firm establishment and progress of 
new nations. Fiscal year 1959 special assistance programs for Africa have 
been approved to date to a level of $83.4 million which is almost the same amount 
($83 million) submitted to Congress a year ago. In general the Africa programs 
have not been seriously affected by the overall reduction in the “special assist- 
ance” appropriation last year. The urgent requirements in this area made it 
necessary to provide the full amounts proposed. 


EFFECTIVENESS OF TECHNICAL COOPERATION PROGRAMS 


The technical cooperation programs now operating in 11 African countries or 
territories have been effective in serving the basic interests of the host country 
as well as the primary foreign policy objectives of the United States. These 
programs, designed to increase the skills and raise the productivity of the African 
people, are creating a widespread feeling that cooperation with the United 
States is bringing them the tools with which they can break out from the vicious 
circle of economic and social stagnation. 

The success of these programs in the African area, though limited by the fact 
that many are relatively new, is already noteworthy. 


Education and training ' 


A basic feature of almost all of the country programs has been a concentra- 
tion on education and training. I use these terms in the broadest context cover- 
ing the establishment of educational institutions and the training of Africans 
in the wide variety of skills essential to economic growth. The lack of trained 
African technicians and administrators who can carry the main responsibility 
for development is a major block to economic progress. U.S. assistance has 
had a key role in a number of significant achievements in this area. Forty 
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educational institutions and training centers have been established or assisted, 
including agricultural, vocational, and trade schools in five African countries. 


EDUCATIONAL PROGRAMS IN ETHIOPIA AND LIBERIA 


Successful examples include in Ethiopia the Imperial Ethiopian College of 
Agriculture and Mechanical Arts at Alem Maya and the Agricultural Technical 
School at Jimma. In this country, which only a few years ago had no trained 
agriculturists, there are now 18 Ethiopians with B.S. degrees in agriculture— 
educated in their own country—and 175 who have graduated from the agri- 
cultural high school. Total enrollment at the college level this year is 201. 
Under the guidance of Oklahoma State University a highly effective system of 
agricultural education based on the land-grant type of agricultural college is 
being adapted to Ethiopian conditions. By teaching modern practices, by de- 
veloping improved crops and breeds of farm animals through research and ex- 
perimentation, and by training young Ethiopian agriculturists to spread their 
newly acquired knowledge among their countrymen, these institutions will have 
a profound influence on Ethiopia’s development. 

In Liberia, a self-help rural school development project is helping to extend 
elementary education into the interior where the great majority of untrained 
Liberians live. Construction of a 10-building complex with facilities for 500 
pupils was completed in 1 district in 1955. These facilities did not prove ade- 
quate so nine village schools were erected in the vicinity by the villagers with the 
assistance of U.S. technicians. Completed in fiscal year 1957, these additional 
schools increased the student enrollment capacity to 1,400. They are spread 
over an area of 64 square miles including two chiefdoms. So great was the 
local desire for these schools that villagers carried building materials on their 
heads over narrow trails for distances of up to 12 miles from the end of the 
motor road. In-service training workshops were organized with help from our 
technicians to upgrade teaching practices in the schools and a supervisor is 
being trained to administer the district. 

English is Liberia's national language. Yet, at the outset, none of the pupils 
could speak it. Through technical assistance language instruction was insti- 
tuted. Pupils can now converse in English. Instructional materials which 
help relate subject matter in the three R’s to the students’ needs and experiences 
have been developed and introduced. With the aid of the agricultural extension 
service, school gardens have been introduced to demonstrate improved farming 
methods and provide food for boarding students at the central school. US. 
health technicians have assisted in the expansion of the central school’s water 
supply. Libraries have been established at the central school and two of the 
village schools. During the current fiscal year, it is planned to inaugurate an 
adult education program in the district involving instruction in health, agricul- 
ture, arts and crafts, home economics. and literacy. 

In a similar effort to expand education in Libya, 37 school buildings econ- 
taining 118 classrooms were completed in fiscal year 1958. This is part of a 
larger program under which 90 new school buildings have been constructed 
and an additional 9 buildings rehabilitated. These include ordinary boys’ and 
girls’ schools, vocational training establishments, and teacher-training colleges. 
Support was provided to 5 teacher-training colleges with a total enrollment of 
1,750. Cosponsored summer courses have contributed to the upgrading of 900 
elementary teachers. 


EDUCATIONAL PROGRAMS IN ETHIOPIA AND UGANDA 


In the field of public health training, the Public Health College and Training 
Center at Gondar, Ethiopia, is an outstanding example. By teaching young 
Ethiopian men and women the principles and practices of sanitation, hygiene, 
preventive medicines and community health, and organizing them into field 
teams, U.S. assistance, in joint endeavor with WHO, UNICEF, and the Ethiopian 
Ministry of Health, is helping to establish a sound national public health service 
in Ethiopia. The first class of 20 health officers, 15 community nurses, and 12 
sanitarians graduated in 1957. These health technicians have completed a 1-year 
internship in practical fieldwork and have now been assigned to the Ministry 
of Public Health working as teams in the rural areas. The 1958 class of 62 
Will soon complete its year of internship. The training facilities at Gondar have 
been improved immensely with a modern hospital developed through the rehabili- 
tation of old hospital buildings, the development of a safe water supply, and the 
addition of a modern operating room provided with adequate instruments, equip- 
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ment and medicines. A health clinic and training center to provide field experi- 
ence for the college students has been set up nearby and others are under con- 
struction. This center is serving thousands of the Ethopian rural population 
while providing necessary field experience for the health teams. Similar health 
training programs, though on a lesser scale, are underway with good results in 
Libya and Liberia. 

In Uganda, a five-man team from the Delgado Trades School of New Orleans 
under a contract with ICA is assisting the Kampala Technical Institute in train- 
ing Africans in basic trades. Some of the students will become teachers of tech- 
nical subjects for Uganda's secondary schools; the others will be skilled crafts- 
men for Uganda’s industry. The first textbooks in basic technical fields are being 
developed for commercial printing and distribution. This project in Uganda is 
but one of several projects in African countries in technical training in industrial 
trades which have been established or supported with U.S. assistance. There 
are now two trades schools in Ethiopia, four in Libya, and another in Liberia. 

An interesting activity in Ethiopia aimed at trades training in one specific 
area is the National Airlines training project, which is preparing Ethiopian 
personnel for positions with the Ethiopian Airlines. Thirty Ethiopian pilot- 
candidates are in ground school Link trainer and flight training; one pilot has 
qualified as an airplane captain. Thirty-eight Ethiopian employees are receiving 
instruction in line maintenance, six in a sheet-metal course, eight in component 
overhaul and seven in basic electrical system maintenance. 


ICA PARTICIPANT PROGRAM 


Nearly 600 Africans have been or are receiving training under the ICA par- 
ticipant program. Training of this type covers a wide variety of technical sub- 
jects including, for example, agricultural extension, teacher training, and in- 
dustrial loan servicing. As a consequence of participant training, the Federal 
and territorial agricultural services of the Federation of Rhodesia and Nyasaland 
have adopted the American approach to land use planning including aerial photo- 
graphs and land use classification techniques and consider it a major tool for 
improving the country’s agriculture. 

Seventeen Moroccan rural teachers and three from Tunisia have received 1 
year of teacher training in the United States. They spent half of the period at 
Kansas State Teachers College and the other half at Ohio State University. Their 
studies were directed toward the problems of rural education. Morocean par- 
ticipation in this activity represented the first project entered into by the 
Moroccan Government to train Moroccans in the United States. The par- 
ticipants indicated that they had seen for the first time the relationship between 
the community and the school, and the need for the school to serve the economic 
needs of the community. In part, as a consequence of this project, the Moroccan 
Ministry of Education has indicated a desire to expand its program in this area 
of teacher training. 

FORESTRY PROJECTS IN LIBERIA 


Agricultural development 


While assistance in education and training has been substantial, there has been 
an equally important concentration on agricultural production and related prob- 
lems of water conservation and development. The forestry conservation project 
in Liberia is one example. This project is designed to assist the Liberian Govern- 
ment in the rational development of its bountiful but largely unexploited forest 
resources. The first phase of this project to be completed this year includes 
the enactment of forest conservation legislation, the organization and develop- 
ment of a forestry service and forestry school, establishment of a system of 
national forest areas, and promotion of the development of the forestry industry. 
It is estimated that under wise management the Liberian forest industry even- 
tually would export annually products valued at $120 million while fully 
replenishing timber reserves. 

ICA provided technical advice to the Government of Liberia in drafting legis- 
lation to authorize the establishment of national forests and the formation of 
a forestry service. This legislation was enacted into law in 1953. Under the 
technical guidance of U.S. forestry advisors, a national forestry service has been 
established and staffed. It now has a trained staff of 61 Liberians including 
forest rangers, guards, and patrolmen who delineate and protect the national 
forests and maintain proper management practices. Research and promotional 
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activities have been carried out under its aegis. A goal of 4 million acres was 
set for establishment as national forests. Liberian teams trained by ICA tech- 
nicians have already surveyed 3.2 million acres which have been incorporated 
in the national forest system. These teams will complete the survey of the 
remaining 0.8 million acres in fiscal year 1959. 

To stimulate the growth of the forest industries, research, technical assistance, 
and other promotional activities have been carried out under the aegis of the 
forestry service. New uses have been found for Liberian woods and technica] 
information has been provided the industry on timber resources, logging, saw- 
milling, and marketing problems. In large part as a result of these activities, 
development of the forestry industry has stepped up and utilization of Liberian 
woods significantly increased. In 1956 a Liberian-American firm was organized 
to undertake the first modern sawmilling and lumber finishing operation for the 
domestic market and the manufacture of finished wood products. A loan made 
to this firm in December 1958 by the Development Loan Fund will enable it to 
expand production capacity. Increased production by this firm will further 
reduce Liberia’s dependence on foreign sources of finished wood products. As 
a result of research under this project it was shown that certain Liberian trees 
are suitable for use as railroad ties. It has been announced that 600,000 ties, 
worth $3 million, will be made from such timber and used to extend the rail- 
road of one of Liberia’s major mining concerns. 


WATER CONSERVATION PROJECTS IN LIBYA, TUNISIA, AND SOMALIA 


The Libyan soil and water conservation project has been particularly success- 
ful in providing scarce water for agricultural and domestic requirements. In 
Tripolitania at the end of 1957, over 10,000 linear meters of rock and earth dikes 
had been constructed affecting 4,300 acres of land, and 64 cisterns had been 
cleaned and repaired to provide more than 6 million gallons of water. The pro- 
gram of catching runoff water will mean the growing of an additional 3,800 
tons of cereal crops each year on a sustained basis. This means in rough terms 
a 5-percent increase in average grain production in Tripolitania. In Cyrenaica 
by the summer of 1958 a total of 295 dikes had been constructed to irrigate 
approximately 5,400 acres of land. 

Similarly, in Tunisia, the water conservation program, financed from U.S.- 
owned local currencies with technical guidance from U.S. technicians, is making 
important contributions to agricultural production, Water retaining dams and 
water spreading ditches have been constructed to irrigate 500 acres of land 
which is to be planted with 20,000 olive trees, fruit trees, and date palms. Pres- 
ent plans call for the planting of 200,000 trees in another area. An important 
aspect of this program is the relief work which has been provided for large 
numbers of Tunisian unemployed. 

In Somalia, over one-half of U.S. assistance has been concentrated on the 
development and construction of water resources, well drilling, the construction 
of stock water ponds and the preparation of low-lying areas for irrigation. By 
July of last year, 208 wells had been drilled or dug and were producing water. 
Water production is estimated at over 1 million gallons per day, enough to meet 
the needs of 200,000 cattle. Water from the 2 rivers now irrigates 100,000 acres 
which will produce cereal crops for some 12,000 families. To take full ad- 
vantage of the large livestock resources of the country, a range and livestock 
experimental station has been set up covering 7,000 acres. Improved slaughter- 
ing and tanning methods are being introduced and should result in better prices 
for Somali hides and skins. 


LIVESTOCK AND FARM MACHINERY PROJECTS IN ETHIOPIA 


In neighboring Ethiopia similar accomplishments have resulted from the 
livestock improvement project. U.S. technicians and their Ethiopian counter- 
parts are establishing four livestock breeding stations and introducing local 
cattlemen to the technique of upgrading their livestock. A vaccine laboratory 
has been established in cooperation with FAO technicians and has been pro- 
ducing about 3 million doses annually, used in a campaign to free Ethiopian 
eattle from rinderpest, pleuropneumonia, and other livestock diseases. A 
veterinary assistants training center was set up in 1957. About 300 vaccinators 
have received training in vaccination techniques. These vaccinators have been 
organized into 5 mobile operating teams each of which, under good conditions, 
ean vaccinate 30,000 cattle a month as compared with the 1956 average of 3,000. 

One interesting project in Ethiopia is the farm machinery project. Large 
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quantities of agricultural machinery and implements left over from the Italian 
occupation and the UNRRA program had been lying unused. (None of this 
equipment was supplied with funds from the mutual security program.) With 
U.S. assistance, the Ministry of Agriculture has organized a central repair and 
training center at which 70 Ethiopians have received training in the repair, 
maintenance, and manufacturing of farm implements. Since late 1957, 335 small 
plows have been manufactured from old plowshares and plow handles brought 
to Ethiopia 12 years ago by UNRRA. The Ethiopian farmer bought the plows 
for $8, which covers cost of modification. Forty-four units of heavy farm equip- 
ment have been rebuilt or repaired. These implements are in use at agricultural 
experimental stations and agricultural schools. Six tractors and three thresh- 
ing machines have been assigned to a farm equipment program initiated in 
1958 which makes tractors and threshing machines available to farmers and 
landowners at operating and maintenance cost. Work proceeds for 1958 were 
credited to the machinery pool account and used to expand implement modifica- 
tion and rehabilitation at the central repair shop. 


ORGANIZATION OF NATIONAL AGRICULTURAL EXTENSION SERVICES 


Perhaps one of the most important features of U.S. programs in the African 
countries has been the organization of national agricultural extension services. 
This type of program, which has proved so successful in the United States is the 
key to stimulating agricultural production in Africa. To date agricultural exten- 
sion services are being organized in Libya, Liberia, Ghana, Ethiopia, Tunisia, 
and Somalia. 

In Libya, 10 agricultural extension field offices and 34 suboffices have been 
set up and staffed by 62 extension workers and 2 extension supervisors. In 1 
year this service distributed 500,000 trees to farmers, helped them prune 14,000 
fruit trees, dipped and drenched 15,000 sheep and goats, repaired 81 wells, in- 
stalled 95 irrigation pumps, and showed technical filmstrips and motion pictures 
to over 70,000 people. 

In Ethiopia, 60 Ethiopians have received training in agricultural extension 
work. Thirty-one are presently stationed in district field offices; 14 are par- 
ticipants taking advanced extension courses abroad ; 15 are trainees working with 
the experienced extension agents. Sinee July 1, 1957, agricultural field days 
have been held with 11,000 farmers in attendance; 25,000 individual farm visits 
have been made by the Ethiopian extension agents assisting farmers with their 
individual agricultural problems; 1,680 farmers have visited area extension 
offices for agricultural information; 2,042 group educational and demonstra- 
tion meetings have been held with over 14,000 farmers attending. Seventy-seven 
farm youth clubs with over 8,000 members have been organized. Improved seeds 
from the experimental and demonstration farms have been distributed to 
Ethiopian farmers. Demonstration farms serve as training centers in the use 
of farm equipment, seedbed preparation, cultivation, harvesting, and testing 
the adaptability of newly introduced field crops. 

U.S. assistance, through its support of programs directly aimed at the pro- 
ductivity of the African farmer, is helping to lay a solid foundation for the 
economic growth of African countries. 


INDUSTRIAL LOAN PROJECTS IN TUNISIA 


Industrial development 


While agricultural development has logically and properly the first priority in 
African development programs, industrial development has been given increas- 
ing attention. Opportunities for stimulating the advancement of private enter- 
prise are limited by the paucity of domestic capital, the poverty of domestic 
markets and the general unfamiliarity with this form of economic enterprise. 
However, in one country, U.S. assistance has made an important though modest 
beginning. Just over a year ago, in Tunisia, counterpart funds and technical 
assistance were provided to establish an Industrial Loan Fund in the new com- 
mercial and development bank established by the Tunisian Government. Under 
U.S.-Tunisian agreement, the initial deposit was the local currency equivalent 
of $3 million in counterpart. Assistance in organization, in procedures and 
training in loan review, and in servicing of loans are provided by the two U.S. 
technicians. To date 23 loans in amounts from $7,000 to $238,000 have been 
made for such activities as soap manufacture from olive oil sludge, food process- 
ing, tanneries, and earth-moving equipment. An Industrial Loan Division has 








436 MUTUAL SECURITY ACT OF 1959 


been established and training has been given in loan analysis, including tech- 
nical feasibility and management competence. A start has been made on train- 
ing loan administrators to provide industrial engineering and management as- 
sistance when the loans have been made. Through the establishment of the 
fund, there is, for the first time, a local source of medium- and long-term credit 
at reasonable rates for specific projects. This is helping to create a climate in 
which the role of private enterprise can be demonstrated and its participation 
actively sought by the Government. Tunisian private capital is thus being en- 
couraged to participate in industrial development and domestic savings are being 
mobilized. 
SURVEYS OF MAJOR AFRICAN RIVERS 


Closely related to industrial growth and agricultural productivity is U.S. 
assistance in surveys of two major African rivers which can become important 
sources for industrial power and irrigation. In Ethiopia work is moving ahead 
rapidly on an extensive survey of the Blue Nile River Basin. An aerial survey 
of 113,000 square miles of the Blue Nile River Basin was completed under con- 
tract in about 2 months, 68 days ahead of scheduled completion date. Ethio- 
pian apprentices of the Imperial Ethiopian Institute of Mapping and Geography 
are being trained in photogrammetry and the compilation of photomosaic maps. 
Sixty-five Ethiopian technicians assigned to leveling, triangulation, and recon- 
naissance parties are receiving instruction in geodetic survey, working with 12 
U.S. Coast and Geodetic Survey personnel. U.S. Bureau of Reclamation per- 
sonnel have conducted an air reconnaissance of the Blue Nile and its tributaries 
covering more than 12,000 square miles. Two stream-gaging stations are now 
in operation on the Blue Nile and one on a tributary. Bight additional sites 
for stream-gaging stations have been located and surveyed 

In Ghana, ICA assisted in the resurvey of the Volta River scheme, which 
is a program for the development of a multipurpose dam to provide irrigation 
for the Accra Plains, power for the production of aluminum from local bauxite 
deposits and for other industry, a navigable north-south waterway and a basis 
for a fresh-water fisheries industry. 


LIBYAN RADIO BROADCASTING DEVELOPMENTS 


Other significant developments 


There are other significant achievements in other categories. For example, 
a major milestone was reached in December 1958 when the new transmitters of 
the Libyan broadcasting station were turned on in Tripoli and Benghazi. The 
Tripoli station is now broadcasting about 5 hours daily. Temporary studio and 
other programing facilities have also been established and permanent facilities 
are under construction. Under the guidance of an American consultant and 
with the help of a few nationals from other Arab countries, Libyans are taking 
an increasingly active role in the preparation of the programs. 


ICA RESPONSE TO EMERGENCY SITUATIONS 


Most of the activities cited above are illustrative of achievements resulting 
from long-term efforts. However, ICA has responded to a number of emergency 
situations with speed and effectiveness. 

In 1958 parts of Ethiopia suffered a malaria epidemic more violent than any 
experienced in 10 to 20 years. Personnel, resources, and facilities of the ICA 
field staff with the help of visiting U.S. and U.K. experts were concentrated on 
malaria epidemic control activities, including responsibility for coordination of 
the overall efforts. Within 10 days of the initial request from the Ethiopian 
Government, antimalarial medicine from the United States and British East 
Africa arrived in Ethiopia. To take one instance, in a valley near Lake Tanna 
where malaria prostrated 80 percent of the people, virtually none of the esti- 
mated 2,000 farmers were able to harvest their crops. After treatment with the 
malaria drugs, 90 percent of these farmers were back in the fields havesting 
their crops within 3 days. Transmission of the disease in this area has declined 
to a negligible point and emergency measures are no longer necessary. 

When the Ghanaian Government asked for help in meeting a famine in the 
northern part of the country, the first shipments of corn began arriving a 
month after the formal request. Similarly, in Ethiopia an appeal from the 
Government in August 1959 for grain to meet a shortage resulting from severe 
drought was responded to with shipments of 5,000 tons of grain within a month. 








le ee ae 


MUTUAL SECURITY ACT OF 1959 437 


INCREASE REQUESTED FOR ECONOMIC ASSISTANCE TO AFRICA 


Proposed fiscal year 1960 program 


The response of the mutual security program to the rapid entry of Africa 
into world affairs is clearly reflected in the trend in total economic assistance 
to Africa over the past 8 years. As the graph on page 118 in your “Regional 
Presentation Book” illustrates, the level of economic assistance from 1952 to 
1956 averaged around $10 million per year. In fiscal year 1957, the total rose 
to $61 million; in fiscal year 1958 to $73 million. This year it will reach $98 
million. A further increase to $109 million is proposed for fiscal year 1960. 

These increases are almost directly related to the emergence of new sovereign 
states in Africa and to the rising aspirations and expectations of their people. 
The newly established governments, whose leaders share free world aims, are 
only too well aware of these demands but have found their ability to satisfy 
them limited. Pressures on these governments will continue to mount. With 
the help of the mutual security program, it is hoped that serious difficulties 
can be avoided and that the expectations of the African people for better con- 
ditions of life can be realized. 


SPECIAL ASSISTANCE REQUEST AND POSSIBLE CONTINGENCY FUND NEEDS 


Special assistance 


For fiscal year 1960, $88.3 million is proposed for the north African countries 
of Morocco, Tunisia and Libya, and for Somalia, Liberia, and Ethiopia. Three 
of these countries, Morocco, Libya and Ethiopia, are sites of important U.S. 
military facilities. The fiscal year 1960 special assistance total for Africa is 
a modest increase over the level of $83 million submitted to Congress last year 
for fiscal year 1959. So far this year, total programs approved amount to $83.4 
million with the possibility that an additional amount may be required from this 
year’s contingency fund to meet program requirements for which special assist- 
ance funds are no longer avialable. 


SPECIAL ASSISTANCE PLANNED FOR MOROCCO, TUNISIA, AND LIBYA 


Morocco 


The Moroccan economy has suffered serious disruptions in the past 2 years. 
Total output since 1956 has fallen about 2 percent, while population increased 
rapidly, directly lowering the personal consumption of the Moroccan people, 
leaving many unemployed and creating serious internal political problems. 
With its fertile land and mineral resources, Morocco has a good development 
potential. The exploitation of these resources, however, is seriouslx hindered 
by the shortage of capital and administrative capability which have resulted 
from the withdrawal of French funds and technicians. The immediate need is 
for funds to enable the Moroccan Government to undertake a development pro- 
gram which will prevent a further deterioration in living standards and will 
help put the unemployed into productive work. Special assistance funds pro- 
posed for fiscal year 1960 are planned to finance commodity imports, a portion 
of which will be agricultural commodities surplus in the United States. Local 
currency sales proceeds will be applied to selected projects within the Moroccan 
development budget. A small portion of the total may be used for dollar financ- 
ing of special projects. Other sources of assistance, such as Public Law 480 
and the Development Loan Fund, have been carefully explored. There are now 
several projects under consideration for Development Loan Fund financing 
though none has been approved to date. 


Tunisia 


Economic problems in Tunisia parallel those of Morocco. Since independence, 
French assistance in public and private capital and managerial skills has declined, 
aggravating chronic problems of low productivity and poor natural resources. 
Unemployment has reached serious proportions. Special assistance to Tunisia 
to date has succeeded only in preventing further economic deterioration, but it is 
hoped that with the special assistance proposed for fiscal year 1960 there can 
be a slight upturn in economic activity and a strengthening of Tunisia’s eco- 
nomic position. Special assistance funds recommended for fiscal year 1960 will 
help Tunisia continue, through the Tunisian development budget, the level of 
investment essential to economic growth. The two Development Loan Fund 
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loans, totaling $8.65 million, which have been approved for the national railways 
and paper pulp manufacturing, will also help toward this end. 
Libya 

In Libya, the third major special assistance country within the African region, 
progress is being made to raise the country from its deep-rooted problems of 
poverty and low productivity. Yet there are still substantial requirements to be 
met with external assistance if this country is to survive as a nation. Libya 
does not have a viable economy. Only 3 million of its 534 million acres are 
suitable for limited agricultural cultivation. Irregular and inadequate rainfall, 
liot, dry desert winds, locust invasions, and other difficulties have in recent years 
resulted in extensive crop failure in 6 years out of 11. Apart from the possi- 
bility of petroleum, there are almost no known exploitable mineral resources, 
The Libyan GNP in 1958 was $102 per capita and this was made possible only 
by substantial monetary and technical aid, primarily from the United States 
and United Kingdom. Libya is dependent upon external assistance for about 30 
percent of its ordinary budget and for virtually all of its development program. 
The United Kingdom and the United States, who have strongly supported 
Libyan independence, have a major interest in helping Libya become a self- 
sustaining nation. Proposed special assistance for fiscal year 1960 will be 
directed at continuing requirements of the Libyan development program. We 
consider the amount proposed to be the minimum, after taking into account other 
sources of assistance, essential to provide rising standards of living and the con- 
comitant conditions of stability. The special assistance funds recommended are 
planned, in part, to provide basic commodity assistance and project aid prin- 
cipally in the fields of agriculture, education, transportation, and health. 


SPECIAL ASSISTANCE PLANNED FOR ETHIOPIA, LIBERIA, AND SOMALIA 


Ethiopia and Liberia 

For Ethiopia and Liberia, the special assistance proposed for fiscal year 1960 
will be used for projects primarily in support of technical assistance activities. 
For example, in Ethiopia funds are earmarked for farm-to-market roads, engi- 
neering and construction surveys, and additional facilities for agricultural 
schools. In Liberia, special assistance is planned primarily for teacher train- 
ing facilities. In Ethiopia, a portion of the special assistance will be used for 
U.S. surplus agricultural commodities, the sales proceeds of which will be used 
to cover local currency costs of economic development projects in the fields of 
agriculture, transportation, and education. 


Somalia 


Somalia becomes independent in 1960. The United States has assured Somalia 
of continued interest and support after independence and has stated that, sub- 
ject to the limitations of annual appropriations, the United States is prepared 
to supplement the support of other Western nations in maintaining an appro- 
priate level of economic development. Somalia is one of the poorest countries 
in Africa and the world. Its per capita GNP has been estimated at only $31. 
It has a literacy rate of 1 percent. Its natural resources are meager. Economic 
viability is only a future hope. Special assistance proposed for fiscal year 1960, 
in conjunction with Italian contributions and contributions from the Common 
Market Development Fund, will support a level of expenditure on public invest- 
ment which increases slightly over previous years. This is particularly impor- 
tant because of the expectations of the Somali people for economic improvement. 


INCREASE IN TECHNICAL COOPERATION REQUEST 


Technical cooperation 


The $20.7 million proposed for technical cooperation for fiscal year 1960 rep- 
resents a 40 percent increase over the estimated program for fiscal year 1959 and 
a 66 percent increase over the actual program in fiscal year 1958. This increase 
in the technical cooperation program is largely a reflection of expanded needs 
in new country programs, particularly in Morocco, Nigeria, Ghana, Somalia, the 
east African territories, and the federation of Rhodesia and Nyasaland. There 
is also an increase in funds earmarked for multicountry projects which will 
result from the study of development problems in Africa south of the Sahara 
which the National Academy of Sciences is expected to complete in June. Im- 
portant technical assistance programs will be continued in Ethiopia, Libya, and 
Liberia. All of these programs are directed at the paucity of modern technologi- 
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cal skills and administrative techniques which seriously impede an acceleration 
of economic growth. 

Approximately one-third of the total technical cooperation program for fiscal 
year 1960 is earmarked for projects in agriculture. About 20 percent is planned 
for education. Industry and health programs also are major areas for the fiscal 
year 1960 program. Technical cooperation funds in lesser amounts are proposed 
for labor, public administration, and transportation. 

By major cost component the provision of U.S. technicians and contract serv- 
ices account for approximately $14 million out of the proposed $20.7 million. The 
cost of African participants is projected at $2.7 million, $2.3 million is planned 
for demonstrational supplies and equipment and contributions to cooperative 
services. 

With the primary emphasis of the technical cooperation program on training 
and demonstration, it is clear that the impact of this program is dependent 
upon our ability to find and keep well-qualified technicians who can work effec- 
tively in the African environment. Projections for fiscal year 1960 indicate a 
need for about 100 new technicians and over 120 contract technicians for the 
African program. It is estimated that there will be a total of about 650 contract 
and ICA-employed technicians in Africa at the end of this year compared with 
a total of 450 at the end of 1958. 

In general, the technical cooperation program proposed will continue to con- 
tribute toward helping the Africans raise their living standards and giving hope 
to individuals for whom the outlook would otherwise be bleak. 


Conclusion 

Africa is the last of the great continents where the drive for self-government 
is a dominant force. This force is growing in momentum but it brings with it 
grave problems of political and economic disruption. Support and assistance 
from the United States, through the mutual security program, can bring to this 
movement a stabilizing influence which will stave off extremist solutions and 
help ease the tensions which endanger the United States and the free world. In 
this way the mutual security program as proposed for fiscal year 1960 directly 
meets the interests of the United States and strengthens the free world com- 
munity of nations. 


(One statement submitted by Rear Admiral Grantham is classified 
and is in the committee’s files. His unclassified statement follows :) 


STATEMENT ON AFRICA BY REAR ApM. BK. B. GRANTHAM, JR., DIRECTOR, NEAR EAST, 
SoutH AsIA, AND AFRICA REGION, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


AFRICA——GENERAL 


Mr. Chairman and members of the committee, Africa has for the United States 
a strategic importance which is frequently overlooked because of a natural pre- 
occupation with areas in which we face problems which pose a more immediate 
threat to our national security. Africa’s geography and natural resources are 
indispensable assets arrayed in support of the free world. It is important that 
we do whatever is necessary to see that the rapidly developing tide of national- 
ism throughout the continent does not result in significant gains there for 
international communism. 

Secretary Satterthwaite has just testified as to this threat. To date, direct 
bloe incursions in the military field have been negligible. However, they are 
eager and ready to capitalize on emerging opportunities. This has been demon- 
strated by the promptness with which the Czechs have just responded to a 
request from newly independent Guinea for armaments. As an indicator, this 
event foreshadows a growing threat to our interests in the continent. 


U.S. strategic interests 


Even though our military assistance activities in Africa are relatively new and 
modest in scope, our current strategic interests there are great, well defined, and 
urgent. 

Our present military interests are concentrated in Morocco, Libya, and Pthi- 
opia as evidenced by the location of major U.S. air, naval, and communications 
facilities. 
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In addition to pure military requirements in Africa we and our allies need 
continued access to a wide range of essential materials extending from petroleum 
in the Sahara to uranium in the Belgian Congo. 

In short, we not only have important long-range strategic requirements in 
Africa, but we also have the present and continuing need to retain military 
installations there. 

The military assistance program for Africa, modest in scope as it is, provides 
us with a persuasive instrument which, in concert with other measures (and I 
refer especially to the programs administered through the International Cooper- 
ation Administration), can secure for the United States strategic advantages in 
the continental essential to the success of our overall strategy. 

Dollarwise the military assistance program for Africa is the smallest of all 
the regional programs. Cumulative programs during the period fiscal year 1950 
through 1958 amounted to an estimated $34.4 million. During fiscal year 1959 
we provided $10.7 million in grant military assistance. For fiscal year 1960 we 
are requesting a total of $7.4 million for grant assistance. 

In the discussion which follows I will touch upon two countries in a special 
sense, namely Liberia and Tunisia, because the Department of Defense has and 
will continue to provide assistance—other than grant assistance—to them in 
fiscal year 1960. 

Mr. Van Dyke, of the International Cooperation Administration, whose testi- 
mony follows mine, will discuss proposed fiscal year 1960 aid to Morocco. 
Though nonmilitary in nature, this assistance is yet of indispensable importance 
in supporting our military interests there. 

With this background I shall now discuss our military assistance activities in 
countries of this area. 

Ethiopia 

Ethiopia attaches the greatest importance to her armed forces. Her pro- 
West orientation offers the West strategically important real estate; certain 
important operational facilities; and a moderating influence in pan-African 
and Afro-Asian conferences particularly in support of U.N. collective security. 
By providing military assistance we endeavor to preserve Ethiopia’s pro-Western 
alinement. 

Libya 

Our military interest in Libya centers in Wheelus Air Force Base near 
Tripoli which is the headquarters of the 17th Air Force. This base is not only 
important strategically, but also because of the USAF training activity con- 
ducted out there. 

To assist the Government in maintaining internal security, and at the same 
time discourage Communist influence the United States supports a small mili- 
tary assistance program. To date this assistance has been shared by the 
United States and the United Kingdom. 

At the present time requirements for the immediate future are not firm, how- 
ever it is expected that such requirements, currently under study by the Mili- 
tary Assistance Advisory Group, Libya will be relatively small. 

Liberia 

Liberia maintains an active Frontier Force, capable of maintaining internal 
security. Since 1951 a small U.S. Army mission has been providing training 
guidance. 

Liberia cannot be expected to develop military forces capable of contributing 
to allied operations. Its importance to the United States lies in a substantial 
private investment there and the necessity for demonstrating our continuing 
interest in her maintenance of internal stability and her general well-being. 
Liberia’s historical ties with the United States cause her to be viewed by the 
other African nations as an American creation, and our attitude toward her 
is considered as basically indicative of our policy toward Africa as a whole. 

The limited military assistance which we have provided her should be re- 
garded in that context. 

Training assistance through the small U.S. training mission assigned there 
will be continued for fiscal year 1960. 


Tunisia 


The United States first provided military assistance to Tunisia in 1957 when 
that Government, feeling its security seriously threatened by political and mili- 
tary developments in the general region, sought arms from the United States. 
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Tunisia is expected to submit further requirements for U.S. equipment, but as 
yet no formal request has been made. 


CONCLUSION 


In conclusion, I should like to draw attention again to the fact that our mili- 
tary bases in Africa are important. The military assistance program is closely 
related to military privileges the United States enjoys in recipient countries. 
The present cost is commensurate with privileges granted. 


QUESTION OF FURNISHING AID TO AFRICA ON A REGIONAL BASIS 


The Cuarrman. One thought occurs tome. Here you have emerg- 
ing independent countries, ‘and you are undertaking to give each 
of them assistance as needed for their own security and against local 
aggression. 

Has it ever been considered that we might be much better off if we 
treated Africa as a region and, instead ‘of giving each country as- 
sistance, attempted to create an African equivalent to the OAS, for 
example ! We could then give assistance through this organization 
(as I think we ought to give it through the OAS in South America) , 
rather than to each country. This is just the beginning; if you pursue 
this country by country policy, the program will gr adually get larger 
and larger, just as it has in Latin America. 

Mr. Sarrertuwaite. Mr. Chairman, this is a problem which we 
are aware of, and one of our real fears has been the future fraction- 
alization or balkanization of this continent as the colonial powers 
leave. 

But the very fact that this colonial system has been there so recently 
makes it appear very difficult to anticipate that we could help create 
some such continentwide organization. 


POSSIBLE FRACTIONALIZATION IN AFRICA 


In the first place, there is a great difference between north Africa 
and Africa south of the § Sahara. In general, Africa north of the 
Sahara has an Arabic and Berber background with a common lan- 
guage. They nevertheless are feeling more and more that they are 
part of Africa. 

When we get south of the Sahara, where there are still great de- 
pendent areas, I just do not know how we would go about getting such 
an organization. We do have the French community, and we hope 
very much that that will be a success. Otherwise, we are going to 
have real fractionalization. 

This new map, which is perhaps the only one really up to date, 
shows you how many new countries there are from former French 
west and French equatorial Africa. 

One of the problems, another one of the problems, is that there is 
no common language in Africa; when you get away from Arabic, 
which is spoken in the north, there are some 800 dialects and languages 
which are spoken. Even Swahili and Hausa are spoken and under- 
stood by only a few million people. The two languages most widely 
known are English and French and these are not languages spoken 
in the homes except to a very limited extent in French and English 
speaking territories. 
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The CHarrman. Mr. Satterthwaite, I know we are all aware of 
these difficulties. It seems to me you must think of something new to 
meet this new problem. We are not being notably successful in areas 
where the fractionalization has taken place. 

One of the things about the Communist movement, which from our 
point of view is dangerous, and from their point of view is helpful, is 
the Communist ability to merge these diverse areas, as they have done 
in Russia itself. It seems to me that if we accept this problem, and 
don’t try to lend some direction to it, we will be doomed to failure. 

I do not see how we can support in Africa a repetition of the same 
kind of problems we have met in other parts of the world, which are 
generating more and more resistance to this program. 


QUESTIONING OF FURNISHING AID ON A REGIONAL BASIS 


I am supporting the program, but if you professionals—we are am- 
ateurs in this; I am essentially an Arkansas Senator, and every other 
Senator is a representative of his local community—if you do not 
show imagination and come forth with something which will at least 
approximate meeting the challenge of what the Communists have 
to offer, I think we are bound to fail. 

Regardless of the difficulties of different languages, I think you 
have to find the way. You could say the same about Russia. How 
many dialects are there now spoken in Russia? But they found a way 
to overcome that problem and unite the country, did they not? 

It strikes me that it would be most appropriate if the Department 
would say, “We are attempting to persuade these people to form some 
kind of a common defense effort in which we will contribute. We are 
moving in that direction.” 

I think, in the case of the Latin American countries, that it would 
be much more sensible to give the amount of military assistance pro- 
gramed for that area to the OAS and say, “This is for a regional de- 
fense of the area. We are going to stop giving a little here and a 
little there and creating these rivalries. We are not going to do that 
any more, but we are willing to contribute to the OAS to form an 
organization which will help maintain peace.” 

If they do not like it, then they can think of a better way. I think 
the whole program is going to suffer if we do not think of some new 
approaches. 

r. SatrertHwaite. First let me say that we do not consider the 
members of this committee as amateurs. 

The CuarrmMan. We are, whether you consider it so or not. We 
cannot essentially give all of our time to this program. You do. 
You are paid to do so. 

It does not make sense to go into each country in Africa, and give it 
an army, and a few tanks and arms. They will start falling out 
among themselves. I do not think it makes sense to follow that pro- 
cedure. That is the traditional way, and that is the line of least 
resistance. 

Mr. Satrertuwatite. Let me say we welcome your suggestion. The 
first meeting at Accra in April of last year was designed just to do that. 
But it was designed primarily for Africa south of the Sahara. [De- 
leted. | 
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The CuarrMAn. Maybe there are 2 or 3 areas, but there are going to 
be 30 or 40 areas if our present policy is followed. 

Mr. Satrerruwatre. If you are not talking on a continentwide 
basis, we are fully in accord. We would like to have as large units 
as possible. 

he CuarrMan. Are you doing anything to bring that about ? 

Mr. Satrerruwaire. The only way I could say that we do so con- 
cretely, is in speaking to the French and British with regard to their 
former colonies, and in talks with the ambassadors of the newly inde- 
pendent states. 

Let me point out, for instance, that there is as you know a so-called 
Ghana-Guinea Federation in existence now. 

The CuarrMan. Yes. 

Mr. Satrertuwatite. But they seem to have run into insuperable 
difficulties. 

The Cuatrman. Are we doing anything to promote it and help it 
along ? 

Mr. SaTrerTHWwAITE. We are giving it moral encouragement in- 
directly, but I do not know just what more we could do at the moment. 


[Deleted. ] 


PERSUADING THE AFRICAN COUNTRIES TO MERGE THEIR MILITARY AND 
DIPLOMATIC EFFORTS 


The Cuarrman. I notice there are three countries which will re- 
ceive most of the money for special assistance. [Deleted.] They are 
all along the north, all Arab-speaking. 

Mr. SATTERTHWAITE. Yes, Sir. 

The Cuatrman. They also will receive technical assistance. I 
wonder if these countries could not be treated as a group and encour- 
aged instead to merge their independent armed forces. 

[ Deleted. | 

It seems to me there is every reason in the world for us to try to 
persuade the smaller countries to pool or merge both their military 
and their diplomatic efforts. 

What would be wrong with putting these funds into a pot, or two 
pots, so to speak, and letting the Africans come in and apply for 
assistance ? 

[ Deleted. | 

Mr. SatrertHwatte. Let me say there is an existing organization of 
Mahgrebian States, which means the Arab States farthest to the west, 
which is composed of representatives of Morocco and Tunisia and the 
provincial government of Algeria, the latter part of which we do not 
recognize. 

The Cuarrman. Libya is not included ? 

Mr. Sarrertuwaite. No. Libya is not included, although it might 
be one day. 

Then of course the answer to your problem there is something we all 
devoutly hope for, and that is a solution to the Algerian question. 
When they once have that, they hope to be united, possibly in a loose 
federation. 
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URGING EUROPEAN AND AFRICAN FEDERATION 


The Cuairman. My greatest criticism of the Marshall plan is that 
when we treated each country individually we failed to take advan- 
tage of the opportunity to urge western Europe to move toward a 
federation or some kind of unification. It was not until the program 
was almost over that they began to develop the European Payments 
Union and to move toward unity. 

I remember this committee raised the question with the Secretary 
of State. He took the position that it was too much to ask European 
countries to change their political systems in addition to their eco- 
nomic, and he did not even wish to have that policy inserted in the 
original act. 

It was not until 4 or 5 years later that the Congress was able to get 
the administration to go along with the thought. 

We have another opportunity in Africa. What are we going to do 
about it? I think this is a very fundamental and important question, 
and I rebel at accepting the emergence of one little country after an- 
other, going in and giving aid to countries which are not viable as 
economic units. It seems to me we ought to undertake to urge these 
smaller countries in Africa to unite in the use of our aid. 

Mr. Satrertuwairte. If you wanted to take the time, I could go into 
this in greater detail. 


EMERGING AFRICAN STATES 


There are four countries scheduled to get their independence next 
year. 

The CHatrman. Yes. 

Senator Arken. Will you name them? 

Mr. Sarrertuwaite. Nigeria; and then just to the west of that is 
Togo—— 

The Cuarrman. A very small country, is it not ? 

Mr. SaTreRTHWAITE. Yes. 

Senator SparKMAN. Is that between Nigeria and Ghana? 

Mr. Satrertuwatrre. In between that is a slice of French territory, 
Dahomey. Then just east of Nigeria is Cameroon. Then across the 
continent on the horn of Africa is Somalia, also known as Italian 
Somaliland. 

Nigeria is a tremendous country, and we would be delighted if some 
such federation of West African States could be created, but it is in- 
conceivable that it could be until Nigeria gets its independence. 

The chief justice of Nigeria is here, and he told me he believed that 
if a census were taken now there would be a figure of at least 40 mil- 
lion people. 

[ Deleted. ] 

Senator Arken. You have not mentioned the other French colonies. 
I thought they were contemplating merging. 

Mr. Sarrerruwatre. Well, that is right. They have already merged 
in a sense, in that they are part of the French community, all except 
Guinea. 

Senator Arken. Yes. All together they have 75 million people, have 
they not? 
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Mr. SarrertHwatte. The total would be somewhat less than that, 
but it is a very large area physically, with much of it desert, you see. 
Let me see if I can give you a rough estimate of it. It is about 20 
million. 

Senator A1rkeN. Besides Guinea. 

Mr. SatrertHwatte. Besides Guinea; yes. 

Senator A1ken. Have you talked with them? There were a group 
of them in here about a month ago from the French colonies. 

Mr. Satrertuwatirr. Yes, they were over from the French com- 
munity, that is right. 

Senator Arxen. They wanted to know what we could do to help 
them. They told about others who had helped them; they said they 
did not want to goto Russia for help. 

[ Deleted. | 

The CuHarrMan. Senator Green would like to ask a question. 

Mr. SatrrertHwaite. Yes, Senator Green. 


ALLOCATION OF FUNDS TO AFRICAN COUNTRIES 


Senator Green. I agree wholeheartedly with what the chairman 
said in his preliminary questioning, and I would like to ask more par- 
ticularly about the way you have appropriated these funds or as- 
signed certain funds to certain countries. 

I have traveled throughout all of these countries myself and talked 
with nationals of the countries and with Americans, and I realize the 
difficulties. 

But it seems to me the primary question is that of deciding what 
sums we are going to appropriate for each country. Now, have you 
general rules and, if so, what are they, as to how much you will give 
toeach country ? 

Mr. SarrertHwatite. Well, there are a number of considerations, 
and I will ask Mr. VanDyke to supplement what I say. 

As you notice, there are three types of assistance. [ Deleted. ] 


FACTORS DETERMINING AFRICAN ASSISTANCE PROGRAMS 


Senator Green. Before you go any further, how do you define mili- 
tary assistance? What is to be included in that program ? 

Mr. Sarrertuwatte. Well, in the case of Tunisia, it is selling them 
arms. 

Senator Green. On the basis of what data do you determine the 
amount of military assistance that is given to those countries? 

Mr. Satrertuwaite. I would have to say that in Ethiopia—I would 
be glad to discuss that now, if you would like, Senator Green. Of 
course, our military assistance there is for a number of reasons. 

Senator Green. Perhaps I had better go back one step further. 
Have you any general rules that you apply to countries in determining 
the amounts of assistance you recommend ? 

Mr. SarrertHwaite. We do have certain procedures with reference 
to special assistance and technical assistance, but it has to be done 
pretty much on an ad hoc basis. 

Let we ask Mr. VanDyke, who has worked on the ICA side for a 
pepe of years, as you know, if he would like to say something to 
that. 
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_ Mr. VanDyke. Senator, we do have a rather exhaustive program 
in process which we go through in developing these figures, beginning 


at the country level with the country team. They, on the basis of | 


their own evaluation of the situation, prepare the program, which is 
then sent in to Washington and given a very exhaustive and exhaust- 
ing screening by ourselves in coperation with the Department of State 
and the Department of Defense, with Mr. Dillon acting as coordinator, 
It is eventually presented to the Budget Bureau, on a country by 
country basis. 

Senator Green. You are talking simply of the military program, 
are you not? 

r. VanDyke. No, sir, the entire program. 
Senator Green. All three? 
Mr. VanDyke. Yes. 


FACTORS IN DETERMINING ECONOMIC ASSISTANCE REGUESTS 


In terms of economic assistance, with which I am more familiar, I 
might mention two or three general things which we take into ac- 
count in developing the program. One, of course, is the ability of 
the country to absorb the assistance. There is a limit beyond which 
we do not wish to go in terms of attempting to do things for which 
the underdeveloped countries are not ready. So the absorptive con- 
dition or capacity of the country is one factor. 

Second is our own capacity to provide assistance. In certain fields, 
health and engineering, for example, our own capabilities are some- 
what limited. 

Senator Green. You mean our financial capabilities? 

Mr. VanDyre. I am talking more in terms of personnel than money. 

Senator Green. I am talking about the money allocations you 
have submitted to us here. 

Mr. VanDyke. We would not ask the Congress for an appropria- 
tion if we did not think the personnel were available. 

Senator Green. That is a good generality, but I would like to have 
it detailed. Have you any general rules which are applied so that 
you can compare the appropriations of one country with another? 
Have you a table to compare the items between the different countries? 

Mr. Van Dyxe. I am not sure I understand the question, Senator. 
On page 119 of this black book, you will find the countries listed, 
together with the amount requested for special assistance and tech- 
nical cooperation, for each of the 3 years, including the proposed 
budget year. 

Glancing at that table, you can compare one country to the other, 
or one year to the other and one appropriation to the other. These 
figures show the amount that was obligated in fiscal 1958, the amount 
we expect to obligate in fiscal 1959, and the amount we are propos- 


ing—— 

Reuter Green. Yes, but how was that amount determined 
originally ? 

Mr. Van Dyke. Through this rather elaborate programing process 
which we go through each year, and which we are now beginning, I 
might say, for 1961. 

enator GREEN. Well, are the same tests applied to each country! 
Mr. Van Dyse. I think in general you could say the same tests are 





oni 





am 


ing 


1 is 
ist- 
ate 


4 A 


@ = 


MUTUAL SECURITY ACT OF 1959 447 


applied. I think perhaps Mr. Satterthwaite would wish to comment 
on this, but as you understand, there are many areas of judgment in- 
volved here. Eventually someone has to saw off the considerations 
which the technical experts have brought up and make the decisions 
as to what should be supplied and at what level. 

Senator Green. The basis of judgment is the same in each case? 

Mr. Van Dyke. The eventual arbiter, so far as the State Depart- 
ment, ICA, and the Department of Defense are concerned, is Mr. 
Dillon, and he would apply the same judgment to all areas around the 
world. 

Mr. Sarrertuwatte. In technical cooperation there are certain cri- 
teria, but of course the technical assistance needed differs greatly from 
one country to another. 


DETERMINING DECISIONS ON AMOUNTS OF AID TO BE REQUESTED 


Senator Green. I want to find out what the basis is in each case. I 
think there ought to be a comparative table: Country A gets so much, 
and country B gets so much less, and country C gets so much more. 
Why do they vary so? On what basis is this determined? Is it be- 
cause yom happen to like the representative of a country here in Wash- 
ington ? 

r. SatrerTHwattTe. The human element can never be entirely taken 
out of anything, Senator. 

Senator Green. I know, but that is what I would like to get at. 
What do you consider besides the human element ? 

Mr. Satrertuwaire. As Mr. Van Dyke explained in part, and I 
might amplify further, we have in each of these countries a country 
team which is under the ambassador. In Liberia, for instance, where 
we have had a technical cooperation program for some time, this coun- 
try team takes the recommendations of our U.S. Operations Mission 
there, and goes over it carefully to see what is needed, and of course 
they are not concerned with what Ghana is going to get or Guinea; 
they are only concerned with what they think Liberia needs. 

hen these are put in the mill back here through this process that 
Mr. Van Dye mentioned, but it has to be determined to a large degree 
on an ad hoc basis. 

Senator Green. I have been a member of of this committee for 
several years, and have always had difficulty in finding a common 
denominator. 

“4 SATTERTEOW ARIE, Will you let us look into it and see what we 
can do? 

Senator Green. If the chairman thinks well of it, I know it would 
be very helpful to know how you arrive at your conclusion. 

Mr. Van Dyke. I would suggest we supply a statement for the rec- 
ord, showing the principal considerations, and the judgments involved. 

Senator Green. In each case, can you list all principal considera- 
tions ? 

Mr. Van Dyxe. You want them on a country basis? 

Senator Green. You are supposed to have information from all of 
the countries, or most of the countries, anyway, and I would like to 
see whether the considerations justify or agree with the totals which 
you recommend be appropriated. 
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Mr. Van Dyker. You want to have specific numbers shown against 
specific countries ? 

Senator Green. I want to see if the considerations taken into ac- 
count correspond with the totals for which you have asked for the 
different countries. Why should one country get twice as much as 
another or five times as much as another ? 

Mr. Van Dyke. Of course, the application of these general stand- 
ards to the submission of the country team is exactly the way this 
presentation was prepared. 

[ Deleted. ] 

Senator Green. I realize there is a great deal of difference between 
these countries. I have been to ne: arly all of them, and I have talked 
with their leaders. Most people have not had the privilege of talking 
to the native leaders. 

Mr. Satrerruwatre. Good. I know from my own experience that 
you have great success in that, Senator Green. 

Senator Green. So I would like to know what elements you con- 
sider when you make up the total sum which you consider appro- 
priate for a particular country. 

Mr. Sarrerrnwarre. We will see what we can provide. (See p. 
471 et seq.) 

Senator Green. Then you can compare the different countries, 
put them all in a row and see what are the elements that determine 
your judgment in each country ? 

Mr. Satrertuwatire. Right. 

Senator Green. I think it would be very helpful. 

IT am not now critical of your results. They may be just right. 

Mr. Satrertuwaite. Yes. 

The Cuatrman. Are you through, Senator Green ? 

Senator Green. Yes. 

The Cuatrman,. Senator Aiken. 


EDUCATIONAL ASSISTANCE PROGRAMS IN AFRICA 


Senator Arxen. I used half of my time a few minutes ago, so I will 
take the other half now. 

I noticed you said that the greatest need for special assistance is 
ports, power facilities, transportation, communications, and so forth. 
You do not mention education. 

I am wondering why you did not bring in education for central 
Africa. It seems to me that in that area there is a great need for that. 

Mr. SatrerTHwatte. We attach the greatest importance to educa- 
tion. 

Senator Arken. What program would that come under? “special 
assistance” ? 

Mr. SarrerrHwarre. That comes mostly out of technical coopera- 
tion, I believe. I would like Mr. VanDyke to comment on that, if 
you are agreeable. 

Mr. VanDyke. Yes, sir; a considerable portion of our technical 
cooperation money in Africa has been programed for educational 
projects. On page 121 of the book, you will see that the total technical 
cooperation proposed for fiscal year 1960 is $20.7 million for the area. 
Education is about $4 million of that total. Also, of the total of = 8 
million for projects in the special assistance category, over $4 mil- 
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lion is scheduled for education. So we do consider that to be one of 
the primary requirements. 

Senator A1kEeN. These delegates from the French colonies—I think 
there were eight or nine French colonies represented-—— 

Mr. SarrertHwaite. There was one from Guinea, too, I believe. 

Senator Arken. They said that before they could establish full- 
fledged democracies, the governments would have to be commensurate 
with their abilities. I understand this to mean they would have to 
have more people qualified to administer the government before they 
could establish it. 

When we give assistance to the colonies over there, it goes through 
the mother country, does it not ? 

Mr. SarrertHwaite. Yes, in general. 

Senator Aiken. We are doing something in Kenya. 

Mr. Satrertuwatrte. In Kenya, we work directly with the Kenya 
Government, but the original agreement has to be through the 
Colonial Office in London. 

Senator AIKEN. It is with the consent of the British ? 

Mr. SatrertTHwatte. Yes, sir. 

Senator A1ken. That is all. 

The CuarrMan. Senator Sparkman. 

Senator SparKMAN. Thank you, Mr. Chairman. 

Senator Arken. I understand they are doing very good work in 
Kenya, too. 

Mr. SATreRTHWAITE. Yes. 


[ Deleted. | 
TECHNICAL ASSISTANCE PROGRAM IN ETHIOPIA 


Senator SparkMAN. I would like to ask you about the technical 
assistance program in Ethiopia. It is $5 million. 

Mr. Satrertuwatire. And it is a very good program. 

Senator SparkMAN. What does that consist of? Health and edu- 
cation ¢ 

Mr. VaANDyke. Yes, sir. 

Senator SpPARKMAN. Sanitation ? 

Mr. VanDyxe. All those things, Senator. Primary emphasis is on 
education. 

Senator SparKMAN. They have a very, very low literacy rate there, 
do they not? 

Mr. VanDyke. Yes, about 2 percent. 

Senator SparKMAN. Two percent ? 

Mr. VanDyxe. Yes. 

The Cuarrman. It must be the lowest in the world, is it not? 

Mr. Sarrertuwaite. No. I think we have 1 percent listed for 
another country. 

The CuatrmMan. Do you? 

Mr. SatrertHwatte. Let’s see. 

Mr. VanDyke. I think Somalia. 

Mr. Satrerruwaite. It is Somalia which has 1 percent, a next-door 
neighbor. 

Mr. VanDyke. One percent. 

[ Deleted. ] 

The CuHarrman. Senator Carlson. 
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SOVIET ECONOMIC ASSISTANCE IN AFRICA 


Senator Carison. Mr. Satterthwaite, we have been talking about 
our problem of getting across to the people of Africa the fact that 
we are really interested in helping develop their nations. We are, 
re other things, helping them to achieve a higher standard of 
iving. 

I aaiien in your statement on page 4, “Communist offers of loans, 
grants, and technical assistance are being effectively exploited on a 
widespread basis in conjunction with anticolonialist and pronationalist 
propaganda.” 

I am intrigued with that word “effectively.” 

Mr. Satrrertuwaite. In a propaganda sense. 

Senator Caruson. Do they educate more people than we do? 

Mr. Satrertuwaire. They are not doing much of anything except 
propaganda, except for the new agreements they have with Guinea 
and limited programs they have had in Morocco, Sudan, and Libya. 
They are very small. 

oo Carson. Do they give military aid to any of these coun- 
tries 

Mr. Satrertuwairte. No, I do not believe so. Sudan is not in my 
area, and it is possible they have given some small military assistance 
to Sudan, but I do not believe so. 

Senator Cartson. Are they building any roads or any dams? 

Mr. Satrertuwatte. No, sir. It is mostly what they are offering to 
do without strings attached. 

You see, they make these offers, but so far they have not been taken 
up on a big scale. Now they have offered to build a hospital, I be- 
lieve, in Libya, and maybe another one in Ethiopia. 

' Senator Carison. Well, would you recommend that we devote more 
of our funds to propaganda ? 

Mr. Satrertuwatte. I would not say more; I think that our USIA 
is doing a good job. [ Deleted. ] 

Going back to the question of arms, I have overlooked the ship- 
= arms by the Ueshedieubiions to Guinea, which is relatively 
small. 

Senator SparkMan. Would the Senator yield to me for just a 
minute ? 

Senator Cartson. Yes. 





RUSSIAN FOLLOW-THROUGH ON AID OFFERS 


Senator Sparkman. I want to say just this word about what the 
Secretary said about Russia’s offering but not delivering. 

You know, we heard a lot about that in Asia. About 18 months ago, 
Carl Marcy and I were in the Far East and southeast Asia. I think 
Carl will bear me out that in every seaport we visited, Russian ships 
were delivering material. I started checking on it, and I found that 
they were making good their offers and, as a matter of fact, testimony 
before this committee since that time has told us how effective their 
yo er has been with a good number of the countries. 

Therefore, I think we had better be cautious about believing that 
Russian offers of assistance are just promises, 

Mr. Satrertuwatre. That is right. 
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Senator Sparkman. Because they will deliver when it is to their 
advantage to do so. 

Mr. Satrertuwaire. The reason they have not so far in Africa is 
that these countries have resisted, but how long they will resist is 
another question—Guinea did not resist at all, and as a former Am- 
bassador to Burma, I can bear out that they certainly made their 
offers in Burma and India with every intention of carrying them out. 

They have not, however, had complete success there. That is not 
my area now, and the same thing could apply to Africa. 


BURMA 

Senator SparKMAN. Yes. 

Senator Caruson. Mr. Secretary, since you mentioned Burma, I 
had an interesting clipping here this morning. It was a statement 
from the New York Times, April 3, 1959, and it was written by a 
reporter by the name of Irving Spiegel. He started out this article 
by saying: 

U Thant, Burma’s permanent representative to the United Nations, deplored 
last night the methods of the West in giving economic aid to underdeveloped 
countries— 

I am not going to read the entire article, but there were two or three 
things here. 

There is one major flaw in this approach to the underdeveloped countries, 
for it makes it appear that the West is giving help for its own cold war pur- 
poses and not because the West shares the Asian and African purposes of 
giving them a more abundant life. 


Then down at the bottom part of his quote here: 


In this great task the key question for the West is how to become partners 
instead of patrons. Western aid too often seems to be the patronage of the 
rich to the poor. 

Since you mentioned Burma, I thought maybe you could give us 
some information on that. 

Mr. SatrertHwaite. Well, I presume—— 

Senator Cartson. What should we do? We want to help. 

Mr. SatrertHwaire. Again, I do not want to talk on Burma, even 
though 

Senator Carison. If you want to leave it off the record, that is all 
right, so far as I am concerned. 

r. Satrertuwatre. All right, let us take it off the record. 

(Off the record.) 





SUCCESS OF PROGRAMS IN AFRICA 


Mr. Sarrerruwaite. As to Africa, of course, we have still a rela- 
tively small aid program in Africa. We encourage the former metro- 
politan powers to continue to give most of the aid to countries which 
oo — dependent and hope they will continue to do so. [De- 
eted. 

I have a feeling that we are doing a pretty good job in 1 petting 
over the knowledge of our programs in Arica so far, but Mr. Van 
Dyke, who has been with this program much more closely than I 
perhaps would like to comment. 

Mr. Van Dyxe. I do not think there is much more I can add. Of 
course, we are always trying to improve the way this program 1s 
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carried out, and we have made some improvements during this period, 
I certainly agree with Secretary Satterthwaite in expressing the opin- 
ion that we are not doing too badly. 

Senator Cartson. As one member of this committee, I appreciate 
that very materially. I think our chairman has stressed the impor- 
tance of your suggesting to us what we might do to make it better, 
and that is what I would like. If you have any suggestions, be sure 
and come up with it. 

That is all, Mr. Chairman. 

Senator Green (presiding). Are there any other questions ? 

Senator Gore. Off the record. 

(Off the record. ) 

Senator Green. Senator Lausche, have you any questions? 


(Off the record.) 


SOVIET BLOC ECONOMIC ASSISTANCE TO AFRICA 


Senator Lauscue. Tell me, do you have reliable figures to show the 
aid that Russia is giving to these nations in Africa? 

Mr. Satrertuwatrte. Senator Lausche, that question came up when 
we appeared before the House Foreign Affairs Committee, and we sub- 
mitted a paper on it which I think is up to date, and we could submit 
it to your committee. 

Senator Lauscur. My own view is that it would be well to give us 
these figures to see how we are coping with the Soviet and its bloc. 

Mr. SatrerTHwAITE. We do not have very precise figures. 

Senator Lauscur. What did you provide for the House ? 

Mr. SatrertHwatire. I could give you a résumé of this. 

The bloc economic offensive in Africa has quickened in response to the growing 
interest expressed by the independent countries for expanded external economic 
relations. Commercial ties have been strengthened with several states and offers 
of economic aid reportedly have been made to Ethiopia, Libya, and Guinea. 

The substantial growth of trade between the bloc and Africa since 1954 (over 
50 percent by value) still represents a relatively small share of total African 
trade and has not exceeded more than 5 percent of any single African coun- 
try’s total trade. 

Senator Lauscur. You do not have specific figures. 

Mr. Satrertuwatrrte. No. 

Senator Lauscur. Then the statements which you made about the 
action of the Soviet. bloc in Africa are based upon certain things which 
you know are being done there ? 

Mr. SatrertHwaite. Yes. 

Mr. Van Dyxe. I might add something, Mr. Secretary, in terms 
of specific reports. We do know specifically that the Soviet Union 
has offered to Libya to build, equip, and staff two 50-bed hospitals. 
The negotiations about that gift have been proceeding, and have not 
been entirely smooth. They have as yet failed to agree on the details 
of this project. 

The Czechoslovakian Government has offered to Ethiopia $2 mil- 
lion worth of equipment for hospitals which were already constructed 
in Ethiopia, but for which equipment was lacking. These are two 
quite specific offers that have come from the bloc. 

At the same time, there are reports of numbers of Africans being 
offered free tourist visits to the Soviet Union and Communist China. 
Unfortunately, we do not know how many. 
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Mr. Sarrertuwaire. A great many. 

Mr. Van Dyker. But there are enough to make us concerned. They 
go to the Soviet Union and China and get the red carpet treatment, 
and come back visibly impressed by what they have seen, and talk 
a good deal about it. 

These are three specific things of which we have knowledge. 

Mr. Sarrertuwatire. If I may add, Senator Lausche, they have 
given some wheat to Ethiopia. They have given Libya the two hospi- 
tals already mentioned. They have sold some arms to Morocco. Most 
of these actually were from Czechoslovakia. And arms and ma- 
chinery to Guinea. 

We also know that the Soviet Union has offered economic aid to 
the Libyan Government, and that this has been accepted in principle. 

Senator Green. What do you mean, “accepted in principle” ? 

Mr. Satrertuwatre. They said they were interested, but have not 
done anything about it yet. 

Senator Lauscnr. What type of paper did you submit to the House 
committee? In substance, did you tell them what you told us now? 

Mr. Sarrerruwatre. That is right, and we could resubmit the 
paper to you, if you would like to have us. 

Senator Lauscue. If you have it here, you might just as well put 
it in the record. 

Mr. Satrertuwatre. All right. 

(The statement referred to follows :) 


SUPPLEMENT TO TESTIMONY OF ASSISTANT SECRETARY OF STATE FOR AFRICAN AF- 
FAIRS, Hon. JOSEPH C. SATTERTHWAITE, BEFORE THE HOUSE FOREIGN AFFAIRS 
CoMMITTEEF, APRIL 10, 1959, INDICATING TYPE OF EXTENT OF SOVIET BLoc MILI- 
TARY OR ECONOMIC PROGRAMS IN AFRICA? 


The bloe economic offensive in Africa has quickened in response to the growing 
interest expressed by the independent countries for expanded external economic 
relations. Commercial ties have been strengthened with several states and 
offers of economic aid reportedly have been made to Ethiopia, Libya, and Guinea. 
The latter has apparently become a major target of the Soviet bloc since its 
independence in September 1958. Communist countries were among the first to 
recognize Guinea as a fully independent state and promptly offered economic 
aid and favorable trade ties. Subsequently, trade agreements were concluded 
with the U.S.S.R., Czechoslovakia, and East Germany. The extent of the bloc’s 
intentions was revealed by the sizable shipments of Czech arms which arrived 
in Guinea in March of this year. The alacrity with which several bloc countries 
turned to the new state suggests the pattern of future bloc activity as additional 
African territories achieve independence. 

The substantial growth of trade between the bloc and Africa since 1954 (over 
50 percent by value) still represents a relatively small share of total African 
trade and has not exceeded more than 5 percent of any single African country’s 
total trade. Czechoslovakia has been the main bloc source of imports, except 
for Communist China’s shipments of green tea to Morocco. Exports to the bloc 
have tended to fluctuate because of intermittent purchases of such commodities 
as cocoa from Ghana and wool from the Union of South Africa. A number of 
trade agreements have been concluded with the bloc during the past 2 years 
(see table). During 1958, commercial missions from virtually all of the bloc 
countries visited most of the independent African countries. Of particular 
significance were the U.S.S.R., Czech, East German, Polish, and Chinese Com- 
munist delegations. Commercial accords or renewals of former agreements 
were signed by those countries with Morocco, Tunisia, and Guinea, and new 
agreements with Ghana are pending. Generally, renewals have provided for 
substantial increases in value and quantity, although the quotas in earlier agree- 
ments were not always fulfilled. The accords thus far concluded with Guinea 





1Excludes Egypt and Sudan. 
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(although permissive) provide for the largest share of any one country’s total 
trade with the bloc. 

Bloc programs for economic and military assistance in Africa have been im. 
plemented in only two instances: Czech arms deliveries to Morocco in January 
1959 and to Guinea in March 1959. It has been confirmed, however, that in 1958 
the Libyan Government received an offer of economic aid from the U.S.S.R. of 
$28 million and accepted, in principle, a Soviet grant of $3 million to construct 
and equip two hospitals. The only other bloc aid arrangement known to have 
been concluded elsewhere in Africa in recent years is a $2 million Czech credit 
to Ethiopia for hospital equipment. Even in the case of the agreements with 
Libya and Ethiopia there have been no reports of their fulfillment. 

Technical assistance has been of only minor importance in the bloc’s relations 
with Africa. The only technicians presently known to be in Africa are those 
at the Soviet hospital who have been in Ethiopia since 1946 and the Czech group 
that arrived in Guinea simultaneously with the shipment of Czech arms. At 
the time that Guinea negotiated trade agreements with East Germany and 
Czechoslovakia, accords were also concluded for technical and cultural assist- 
ance. A few bloc technicians have on occasions visited such African countries 
as Libya, Ghana, and Ethiopia. While acceptance of technical assistance is 
thus far negligible, the number of Africans (largely students) visiting Commt- 
nist countries has grown considerably in the past few years. 


Bloc trade agreements with independent African countries, 1956-March 1959? 





U.S.S.R. |Communist} Bulgaria | Czechoslo- East Hungary Poland 
China vakia Germany 





a ia led ti cine tia Riad nea eee De FddsdabhdibvsSunedddulesescucwdubd 


Morocco. .....--- Si enchanea aha Rincestcove alt wielded Diss cpe wes ih Be ss ica =. 
I da eatin kde Re cient Mendes hohe tnieuncnae ee Bese eat mee 
RT iceicn ela aides wie celiie as ena tan a Picsinnlocteas Tecenanssac Pe Seatanus x.3 


1 Excludes Egypt and Sudan. 
2 Concluded in 1956 but it is not known whether agreement is still effective. 
3 Reported but not confirmed. 


FACTORS INVOLVED IN DECISIONS TO GIVE MILITARY ASSISTANCE 


Deleted. | 

Senator Lauscue. Military aid is given to Libya in conjunction 
with the British ? 

Mr. Satrertuwaite. The British, that is right. 

Senator Lauscue. I put this next question to you because there is 
constantly being advanced the argument, why give military aid to 
nations where the prospects are that they will not be able to recipro- 
cate to any degree in helping us. What factors do you consider in 
determining whether military aid shall be given or not? 

Mr. Satrertuwaite. I think we will have to say that each case has 
to be decided on a country-by-country basis. We have given in some 
detail our thinking in Ethiopia. 

Deleted. | : 
enator Lauscue. You approach each one on an ad hoc basis? 

Mr. Satrerruwaite. Yes. 

Senator Lauscue. That is correct ? 

Mr. SarrertuwatrTe. Yes. 

Senator Lavuscuz. Do you in any instance consider the internal 
security of that nation in the provision of military aid or defense 
assistance ¢ 

Mr. Satrertuwaite. Yes. Internal security is important. 
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Senator Lauscue. Internal security frequently is a primary factor? 

Mr. Satrertuwaite. Yes, this is right, it is. 

Senator Lauscue. It is a primary factor because economic aid 
means nothing unless you have stability in the government. 

Mr. Satrertuwatte. That is right. 

Senator Lauscue. My next query is: In the event you did not give 
military aid to a country which has no prospects of being of military 
help to us, what dangers, if any, are likely to ensue from that failure? 

Mr. Satrertuwaite. Well, I can only speak for my countries in 
Africa. I ought to make it clear that we have under ICA certain 
police training programs aimed at internal security which are not 
military aid. That is the case in Somalia, Ethiopia, and Libya, which 
are really police-type operations. 

Senator Lauscne. Let me put the question a little differently: If 
some citizen in Ohio were to ask me, why do you give military aid 
to Laos or Cambodia or to some other underdeveloped country, what 
would my answer be to them ? 

Mr. Sarrertuwaite. I am afraid that that is a question which I 
ought to let Walter Robertson answer, sir. Do you want me to under- 
take to answer it? 

The Cuarrman. Do the best you can. 

Mr. SatrertHwaltte. Can we go off the record ? 

The Cuarrman. Yes. 

oo the record.) 

enator LauscHre. What would be your position in the argument 
that we ought to withdraw all military aid from all nations with 
which we are alined in the free world; that is, withdraw all military 
aid to all underdeveloped countries where there is no prospect of their 
being able to help us in a war? What would your position be to that 
argument ? 

Mr. SatrrertHwatte. Our position is that we have to make a po- 
litical decision in these cases. [ Deleted. ] 

Senator Lauscue. Yes. 

That is all I have, Mr. Chairman. 

The Cuarrman. Do you have anything? 

Senator Gore. I have finished. 


URGING AFRICAN STATES TO FEDERATE 


The Cuarrman. While I was out—I had to be on the telephone for 
a call—did you develop further the thought of uniting African 
states? I still believe the Department should take the responsibility 
of at least trying to develop some new approach to this problem. 

I suppose in a develo: area where individual, separate establish- 
ments have been in existence for a long time nothing can be done. 


[ Deleted. | 


NEED FOR LONG-TERM AID PROGRAM 


The Cuaiman. I think we have got to take a longer-term view. I 
think one of the Sap aan in the whole program is that it is an 
annual program. e have never looked beyond 1 year. I donot like 
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this short-term program. I feel that is is imperative that the pro- 
gram be put on a long-term basis. 

To give each country a little money is bad. It seems to me you 
must urge these countries to stand together and cooperate in regional 
defense. 

I think we have to consider 5, 10, 20 years of aid programs. If the 
Communists beat us, it will be in just such areas as this; we will fail 
because we do not have the foresight to plan a program of long 
duration. 

UNITY OF AFRICAN STATES 


Mr. Satrerruwatite. Mr. Chairman, you may recall that the last 
great conference on Africa, I believe, was held in 1884 in which the 
powers of Europe laid down the rules for dividing up Africa. Now, 
one of the leaders of a new African state has suggested that we have 

a “decolonization” meeting to lay down rules exactly along the lines 
you are saying, of putting it together again. 

The Cuarrman. Who suggested this? 

(Off the record. ) 

The CuatrmMan. What was our response to that question ? 

| Deleted. | 

Senator Cartson. The chairman’s proposal reminds me of the time 
when I served as Governor of the State of Kansas and we tried to con- 
solidate the rural school districts. There were some problems in 
doing it. 

The Cuarrman. I know it is a problem. 

Senator Cartson. We did it, but it was a rough one. 

Mr. Sarrertuwaite. You will be interested in knowing that these 
proposals for a new concert of the powers or a new meeting to decide 
on these issues, is - to which very much thought is being | given. 

The Cuarrman. I do not think that the State ‘Department i is paying 
enough attention to the achievement of long-term objectives. 


CONSOLIDATION OF MILITARY ASSISTANCE PROGRAMS IN LATIN AMERICA 


I have recently talked to several Latin American officials who, I 
think, would agree that there ought to be consolidation in Latin 
America; we ought not to keep giving each little country a dab of this 
and a dab of that. We ought to go to the OAS. 

Mr. Sarrerruwaite. You see, in Latin America you have more or 
less of a homogeneous group. 

The CHarrman. But you have not done anything there. Why has 
there not been any move at all to do this in Latin America? © You 
come up here every year, and in this ¢ ommittee we have criticized and 
complained about the military aid program in Latin America. Not 
once has anybody ever said, “Ww e are trying to get them to work to- 
gether in a regional program.” 

Mr. SatrertHwaite. Let me mention one other illustration. Sena- 
tor Carlson has mentioned the problems of the school districts. Here 
we have the white settler problem in East Africa, which we have not 
mentioned. 
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The Cuarrman. You now shift back to Africa. Why have you not 
done anything about Latin America? You say it is homogeneous. 
They have the same language. 

Mr. SarrertHwaite. Do you know how many years we tried to 
get the five Central American republics to reunite? 

The CuarrmMan. I did not know you tried. 

Mr. SatrertHwatte. Yes. 

Senator Gore. I want to take up the word “homogeneous” that you 
used. We ought to be attempting to make them more homogeneous. 
As it is, we are promoting an armaments race between these countries. 

The Cuarrman. That is about what it amounts to. 

Mr. Sarrerruwatrte. You will, I am sure, agree that I cannot talk 
to you about Latin America. 

The Cuarrman. I know, but I am using it as an illustration of the 
lack of responsiveness about the suggestion of this committee in that 
instance. 


DIFFICULTIES IN ACHIEVING AFRICAN FEDERATION 


Now going back to Africa: all you are saying is that the problems 
are too difficult. 

Mr. Satrertuwatre. I am not saying it is too difficult, but let me 
illustrate the problem. Now you have the Federation of Rhodesia and 
Nyasaland, which seemed ideal. You had a lot of white settlers in 
Southern Rhodesia, a few in northern Rhodesia and none or very few 
in Nyasaland. Nyasaland was not a viable area, so it was tacked onto 
this Federation, and it received great economic benefits from it. 

What has happened? You have seen in the last few months, that 
Nyasaland says they want none of this Federation. [Deleted. ] 

Senator Gore. Mr. Secretary, my attitude is not one of wishing to 
be unpleasant with you in any way. Iam speaking to you as a repre- 
sentative of the State Department. I hope that you will reflect to 
your colleagues there at all levels the apprehensions that we have of 
the program. 

FOREIGN AID MUST BE JUSTIFIED 


Again referring to the clipping about which Senator Carlson spoke, 
U Thant said that one of the big troubles with the program seemed 
to be that Congressmen and Senators in the United States had to 
justify it publicly to their people back home. 

When the United States is criticized because we have to justify it to 
the people—when it is a people’s Government—I think we have got to 
start thinking about this. 

Mr. Sarrertiwatre. I do not understand U Thant except that he 
has been brought up in the British parliamentary tradition, and even 
there they have to justify themselves to their constituents, do they 
not ? 

Senator Gore. It is not he alone. I hear this in our own country. 
I hear spoken many times such sentiments as expressed there. I am 
Seaubled abvet it, and I just wonder if we are not basically wrong in 
putting aid on a grant basis. 


40110—59—pt. 1——-30 








458 MUTUAL SECURITY ACT OF 1959 


Mr. Sarrerruwatre. Of course, we are doing it less and less on a 
grant basis, Senator Gore. 

Senator Gore. Less and less, but not fast enough to suit me. I 
would like to give these people loans and place them upon their honor; 
let them help themselves with loans from us. 

Mr. Satrrerrtuwatre. Our special assistance program is almost en- 
tirely loans, is it not? 

Mr. VanDykxe. A good part. The aid to Morocco, this year, as in 
the 2 previous years, is in the form of loans. Some of the money 
in the Tunisian program has been in the form of loans. 

Senator Gore. I just do not want us to go so far as to think that 
the only way the freedom of the world is going to be saved is to make 
sure that we give away more money than the Soviet Union does. I 
just do not think that is the way to do it. 

Senator Lauscue. Senator, will you yield. 

Senator Gore. I am finished. 

Senator Lauscue. I would like to make a comment about this state- 
ment made by U Thant. I do not think the statement is logical. He 
says that our country is giving aid for the purpose of helping itself 
and not helping others. 

He says nothing about the motives of the Soviets, nor does he say 
anything about the defenseless position we would be in with our 
citizenry if there was not implicit in the help we give, some purpose 
to help ourselves. Few and far between are the acts of giving aid 
where there is a complete absence of a purpose to serve oneself. 

I am surprised that nobody challenged U Thant’s statement. 

Mr. Satrertuwaite. What is the date of that, Senator Lausche? 

Senator Lauscue. This is April 3, 1959. It was carried in the 
Times. 

Mr. Satrerruwatre. I will look it up. 

Senator Lauscue. Let me repeat, he condemns us, but says nothing 
about the Soviet. He takes the position that we never ought to have 
any service to ourselves in mind, but only service to others. 


U.S. ATTITUDE TOWARD REGIONAL ASSOCIATION IN AFRICA 


Mr. Satrertuwatire. Mr. Chairman, could I quote you a couple of 
short paragraphs of a speech I made in January along the lines of 
your thinking? 

The Cuarrman. Yes. 

Mr. SarrertHwaite. I quote: 

What, it may be asked, is the United States’ attitude toward the general 
concept of federation and regional association in Africa? 

The United States views with favor political associations of African states 


when such associations contribute to political stability and economic viability 
and are in accordance with the desires of the populations concerned. 


I just want to mention that, because we are thinking of it. 


REGIONAL MILITARY ASSISTANCE IN AFRICA 


The Cuamman. Of course, I approve of that. What I had in mind 
is a little less drastic. We would not try to urge them to limit their 
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sovereignty in practice in any way other than with respect to a 
contribution to a regional military establishment. 

It seems to me that would be far less than urging them to federate 
or accept a United States of Africa. As countries like Guinea and 
Nigeria become independent, it seems to me our help should be condi- 
tioned upon some kind of regional organization of their own such as 
the OAS. If they had a regional association, they could have a much 
stronger military organization than any of them could have separately. 

Mr. Satrerruwaire. Mr. Chairman, you may know that President 
Tubman of Liberia has advocated a loose association of a type that 
might be very practical, to which all of the presently independent 
states, or those which are about to become independent, like Togo and 
Nigeria and the Cameroons, should associate themselves in a customs 
union and for defense, and so forth. 

The CHarmman. Are we doing anything to help that along affirma- 
tively ? 

Mr. SatrertowattTe. We have expressed our interest and support. 

The CuHatrman. Do we ever condition any of our assistance upon 
actions of this nature? 

Mr. SatrertHwalte. Do you think we could, Mr. Chairman? 

The Cuarrman. Yes, I think we could. Do you think we cannot? 

[Deleted]. Suppose we say to African countries receiving military 
assistance: “This is a lot of money and we are afraid it is not accom- 
plishing much. We would be very interested if you all would get 
together. We would like to help create a force here that would be 
much stronger than any one of yours; it would be for your protection 
and would be under a joint command, or joint chiefs of staff, that you 
all agree to. We think this is a more economic way to spend our 
money.” 

I think that is the way I was thinking of it. 

[ Deleted. | 


STATE DEPARTMENT POSITION ON AMENDMENT RE AID THROUGH REGIONAL 
ORGANIZATIONS 


The Cuarrman. I am not talking about future unification. That 
would be all right, too. I am talking about this year’s program. 
Why can’t it be started now—make a proposal to them that they pool 
this military assistance. What would your reaction be if this com- 
mittee adopted an amendment like this: 

“Hereafter, to the maximum extent feasible, aid funds shall be dis- 
tributed through organizations designed to promote regional viability 
and development.” 

What would your reaction be if this committee attached such an 
amendment to this bill? 

Mr. Satrerruwaite. I am afraid under the circumstances now pre- 
vailing, Senator, that the Department—and I can only speak for my 
part of it—would have to report that we did not think that we could 
carry out the program on that basis. 

You know that with the movement toward independence of these 
new countries, there is a tremendous feeling for the pomp and trap- 
pings of independence. 
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The Cuamman. And we are going to encourage it. 

| Deleted. | 

The Cuarrman. [f it is not feasible, then you have good reasons 
for not doing it this way. This would give you some reason to try a 
new approach with these new countries; - I had Ghana and Guinea in 
mind, and now you mentioned four or five others which will come into 
being next year. 

Mr. SatrerTHwatte. Very soon. 

The CuatrMan. I can see now they are going to apply to you for 
military assistance and everything else. 

Mr. Satrrertawaite. No, sir; I hope not. 

The Cuairman. You do not expect them to? We are going to keep 
this record, and you cannot delete this kind of an answer. In the 
future I am going to ask you about what you stated in the record. 

Mr. SarrertHwatre. | cannot be a better prophet than you are, Mr, 
Chairman, but the military assistance in this program that we are 
asking, as you know, is very small. [ Deleted. | 

The one thing we hope very strongly is that there will not be an 
arms race in these new countries south of the Sahara. 

The Carman. How can you hope it when you see it developing 
in Latin America and all around the world ? 

Mr. Sarrerruwaire. Well, a real problem is the fact that the 
Czechs gave, apparently as a ‘free gift, arms, presumably to a greater 
extent than needed for internal security, to the new state of Guinea. 

The Cuatrman. | Deleted.| This whole thing is bound to go that 
way. I do not know how you can be so optimistic as to think it will 
not. 

Mr. Sarrertuwatre. I am not being optimistic, sir, but describing =| 

very vividly some of the problems we have. 

The Caamman. All I am suggesting is I think you ought to give | 
some very serious thought to changing this trend of events which re- 
peats itself. 

[ Deleted. ] 

Mr. Sarrerrtuwaire. If we can go completely off the record for a 
minute, Mr. Chairman— 

The Cuarrman. Off the record. 

(Discussion off the record.) 


AIRCRAFT DISPOSED OF BY UNITED STATES UNDER MILITARY ASSISTANCE 
PROGRAM / 


Senator Humrurey. How much do these F-86 jets cost? 

Mr. Sarrerruwarre. These are excess. 

Senator Humrurey. I know, but they still shoot. 

Mr. SATrerTHWAITE. | Deleted. | I do not know. 

The Cuarman. How much do they cost? That is certainly ascer- 
tainable. 

Admiral Grantuam. I think the acquisition cost was close to 
$250,000 a plane, but the only charge to MAP funds is for repair and 
rehabilitation. 





vs 


MUTUAL SECURITY ACT OF 1959 461 
Senator Humpnrey. I know. 


PROMOTION OF ECONOMIC VIABILITY 


The CuHarrman. Will you take the proposal I made a few moments 
ago and ask the Department for their observations and reasons in a 
memorandum as to why it is not acceptable. I want it for the record. 

Mr. Sarrertuwairte. All right, sir. Can we have your text? 

(Senator Fulbright subsequently submitted the following text :) 


AMENDMENT To §S. 1451 To ENCOURAGE EMERGENCE OF NEW NATIONS WHICH ARE 
VIABLE 

On page 1, after line 4 insert: 

“Sec. 2. The statement of policy of the Mutual Security Act of 1954, as 
amended, is amended by adding the following sentence to subsection 2(c) : 

“To this end, assistance shall be rendered in such a way as to promote the 
emergence of political units which are economically viable, either alone or in 
cooperation with neighboring units.’ ” 

(The comments of the executive branch on the text above are as 
follows:) 

PROMOTION OF ECONOMIC VIABILITY 


Senator Fulbright to propose an amendment to section 2 which would require 
that assistance be rendered to promote the emergence of political units which 
are economically viable. 

EXECUTIVE BRANCH POSITION 


Assuming that economic viability may be defined as the ability of an economy 
to live, grow, and develop, the executive branch endorses the concept of the 
amendment. As written, however, it constitutes a mandatory injunction upon 
the President which would render him unable to furnish assistance which does 
not directly promote the emergence of political units which are economically 
viable. There are and doubtless will be instances where the national interest 
will require the provision of assistance to political units which may not be 
economically viable and which may not be taking steps to accomplish such 
viability, as for example by federation with other States or other forms of as- 
sociation designed to increase economic viability. It is therefore proposed that 
the phrase “where appropriate and feasible” be inserted after “shall be rendered.” 

The Cuamman. Now, go ahead. 

Mr. Sarrertuwairte. I may find that any number of my colleagues 
do not think it is unrealistic. I have expressed my view off the cuff, 
and we will give you a reasoned answer. 

The Cuatrman. I had in mind here, not only Africa, where I think 
it is an especially valid principle to work toward; I shall ask the 
Latin American people the same question when they come, so you 
can tell your colleagues. 

Mr. Satrertuwaite. Yes, I will tell Mr. Rubottom that he will 
have these questions coming up on Thursday. 

The Cuatmrman. Tell him I hope he will give some thought to it 
before he appears, which will be very soon. 

Senator Lavuscnur. I think he undoubtedly ought to explore every 
facet of it. Probably you have not had enough time to think of it, 
but it ought to be explored fully. 

If I may suggest, have them set forth the advantages, the disad- 
vantages and the difficulties. 

Mr. Sarrertiwarrte. All right, certainly. 
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AIRCRAFT SUPPLIED UNDER MILITARY ASSISTANCE PROGRAM 


Senator Humpurey. May I ask a question, Mr. Chairman? 

The CuHarrmMan. Yes, indeed. 

Senator Humpnrey. Does our Air Force use the F-86 ? 

Admiral GrantHam. Sir? 

Senator Humpurey. Do they use the F-86? 

Admiral GrantHam. No, sir. These are obsolescent aircraft, and 
as soon as the Century aircraft are in sufficient production, I think 
the F-86 will be out of our own Air Force. 

Senator Humpurey. That is not what I asked. Are you using 
Sabrejets, the F-86, in the Air Force today ? 

Admiral Granruam. I am afraid to give you the answer to that 
because it is an Air Force question that I am not personally acquainted 
with. I will have to get the answer for you. 

I can give you an off the cuff answer. 

Senator Humpurey. I know the series is the 100 series. 

Admiral GrantHam. Yes, sir. 

Senator Humpnurey. We are familiar with it. 

I am asking now whether the Air Force has on location in any of 
our Air Defense Command posts or in any of our advanced bases, 
fighter bases, or bomber bases, F-—86’s, any of the variations of the 
F-86 Sabrejet. 

Admiral Granruam. May I supply that for the record because 
I would want to be absolutely accurate? 

Senator Humpurey. All right. 

(The following information was subsequently supplied for the 
record :) 

F-86 AIRCRAFT IN U.S. Alr Force UNITS 

Certain models of the F-86 aircraft are still in service in U.S. Air Force 
units, namely the F86H, F86L, and some F86D’s. The FS86F, on the other hand, 
is obsolescent and is no longer in any U.S. tactical units. It is still being used 
to some extent as a training aircraft, but there are numbers of the aircraft 


excess to U.S. Air Force requirements and they are furnished to the military 
assistance program without cost. 


F86F AIRCRAFT IN THE MILITARY ASSISTANCE PROGRAM 


The F86F aircraft is obsolescent and is excess to U.S. Air Force requirements. 
Although the average acquisition cost was about $217,000 each, it is furnished 
to the military assistance program as excess and at no cost. In order to place 
them in first-class condition for delivery to recipient countries, however, a com- 
plete rehabilitation process is required. This costs $18,000 per aircraft, charge- 
able to the military assistance program. 

Senator Humpurey. On that basis, then, we can give away a good 
deal of our military equipment. We can give away most, if not all, 
of our small arms on the basis of obsolescence. We can give away 
a vast amount of Army equipment on the basis of obsolescence. 

Most of the radio equipment we are using, from a technical stand- 
point, could be called obsolete, even though it serves its purpose—— 

Senator Gore. It moves the Navy. [Laughter.] 

[ Deleted. | 


HEALTH PROGRAM IN ETHIOPIA 


Senator Humpnurey. There is one mobile clinic in Ethiopia. 

I just had people come to talk to me who were over there. You do 
not have a health program in Ethiopia that is really a good one. 
You have a small one; you have one group. 
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Mr. SatrertHwaite. We have a small one. 

Senator Humpurey. Three people from a university in California 
came to my office. They had just come back from Ethiopia. I have 
the information they left with me, and I will see that you get it. They 
came to appeal that we do something more about a health program 
in Ethopia. I think you have even reduced your health program in 
Ethiopia. Do you know? 

Mr. Van Dyke. Not offhand; I cannot confirm it. 

Senator Humpurey. What is the total amount of the appropriation 
for the public health program in Ethiopia? 

Mr. Van Dyke. Just a moment. 

In the field of health and sanitation, from technical cooperation 
funds, we spent $590,000 in 1958; $374,000 in 1959, and $450,000 pro- 
posed for 1960. 

Senator Lauscur. What page are you reading from? 

Mr. Van Dyxe. Page 130, where the appropriations are broken 
down into the fields of activity. The program has been staying at 
about the same level. Of course, the health problems in Ethiopia are 
staggering. 

enator Humpurey. They are much bigger than the defense prob- 
lem, if you will pardon me for saying so. 

r. SATTeRTHWAITE. Since you speak of this with under- 
standing—— 

Senator Humenrey. No; let me say with vigor. 

Mr. SatrerTuwaitTe. With vigor. Let me say I was in Addis Ababa 
last November when the scientists who were with us on the trip dis- 
covered an area in which the most virulent type of malaria was ex- 
tant and, as a result of that, we succeeded in getting serum to counter 
malaria immediately, and this epidemic, which had alarming propor- 
tions, was checked. 

Senator Humpurey. Right. 

Mr. Satrertuwaite. In one area where something like 90 percent 
of the farmers had been laid up with malaria, after the third treat- 
ment, all but a very small percentage were able to go back to work, 
so we are not overlooking this program entirely, I can assure you. 

Senator Humpurey. 1 know you are not overlooking it entirely, 
and do not misunderstand me. I know that you put a great deal of 

ood effort to it. I may be misinformed, but I understand that there 

as been some cutback in the health program due to lack of personnel. 

Mr. SatrertuwaitTs. I am unaware of it. These two friends of 
yours may well have been talking to people in the program. 

Senator Humrenrey. They are not friends of mine. They called 
on me because they thought that I would be interested. I never met 
them before in my life. One of them was the dean of a medical 
school. 

Mr. SatrertHwatre. Let me say also that as you may know, the 
ICA has a contract with the National Academy of Sciences which has 
a very distinguished group of doctors in the field of medicine working 
on this very project, and that Dr. Jack Weir and Dr. Harrar of the 
Rockefeller Foundation were there at that time investigating this 
problem, so it is being really looked into. 

Senator Humpurey. What is that, malaria? 

Mr. Satrertuwatrte. The whole health program, the health pro- 
gram for Africa. 
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MALARIA PROGRAMS IN ETHIOPIA 


Senator Humpurey. Let’s see, you have an agricultural school con- 
struction. Is there anything on that in here? 

Mr. Satrertuwaite. Mr. Van Dyke, you had better speak to that, 
right below there, $400,000. 

Mr. Van Dyxe. That is local currency. We expect during the 
coming year to sell some wheat to Ethiopia, and this will be the 
counterpart. 

Senator Humprnrey. This is the use of the counterpart, listed on this 
blue sheet ? 

Mr. Van Dyke. Yes, sir. That sheet adds up to $500,000, which is 
the counterpart of dollars to be used to purchase wheat. 

In addition to that we will put $500,000 into these projects as dol- 
lars. The $350,000 total you see opposite health and sanitation there 
is in brackets, because that is nonadditive to the other figures in that 
column. It comes out of the worldwide malaria program and not the 
Ethiopian program. 

So, in addition to the figures we show for Ethiopia itself, you have 
$350,000 for use in the control of malaria. 


EMPHASIS IN ETHIOPIAN HEALTH PROGRAM 


The principal thrust in our Ethiopian program is in these two direc- 
tions as far as health is concerned. One is malaria control and the 
other is in the maintenance of a school for training nurses and public 
sanitarians at Gondar. We think this is quite successful, although, of 
course, it is barely nibbling on the edge of this tremendous problem. 
It is something of which we are quite proud, and we expect to con- 
tinue our participation in this program. 

Senator Humrurey. I have nothing more to say except that I am 
very actively interested in health programs in underdeveloped coun- 
tries. In these countries of marginal economic strength the use of 
our soft currencies is very vital. Under one particular provision 
which relates to non-self-liquidating projects, as was contained in last 
year’s amendments to Public Law 480, we can contribute to some 
health projects. 

The Cuatrman. Let me make one comment, however. I do not 
want to take issue with the Senator, but I think in some cases, due 
to the vigor and persuasiveness of the Senator from Minnesota, we 
have tended to get into the health area without simultaneously doing 
something about the economic situation. In some cases you create 
even worse problems if you do that. 

If we are going to do much about health we had better at the same 
time do something that provides a way for them to make a living. 

Mr. Satrertuwatte. After they stay alive. 

The Cuatrman. I am told that one of the principal troubles in 
Algeria is that the French have done a great deal to decrease the 
death rate but they have not done an equivalent amount to give oppor- 
tunities for employment. Actually the per capita income has gone 
down. They are worse off economically now. The ones who are living 
are worse off than they were before these health programs. 

Mr. SatrertHwaltre. Sir, that is a long-range problem of terrify- 
ing consequences. 
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The Cuairman. I know itis. Ijust put out a word of caution. 

Senator Humeurey. I could not agree more. I think you are 
right. 

The CuarrMAn. He is much more persuasive than the rest of us. If 
he gets his way too far, and you forget about economic assistance, 
you will create an even worse problem. 


ARMS RACES 


Senator Humpnurey. Well, the Senator may be persuasive in that 
instance, but I have not been very persuasive on sending arms to those 
countries that I think add to the arms race. 

I will never forget the day the distinguished former Secretary of 
State, Mr. Dulles, told me at his home that one of the most difficult 
problems he had was that when he honored the request of one country 
for arms—he used the word “tanks’ "—he said, “Then I have a request 
from the next country for tanks.” 

He went on to tell me, “Senator, they don’t know how to run tanks, 
and these tanks are expensive. They end up in the desert, unused and 
broken.” 

We have example after example of this, and every man in this 
room who is familiar with the program knows it. (Deleted. 

Senator Lauscue. Mr. Chairman, may I ask a question ? 

The CHarrmman. Yes. 


WHO DETERMINES WHAT AID SHALL BE FURNISHED TO A COUNTRY? 


Senator Lauscur. What procedure do you follow in reaching a 
judgment on what shall be done? Now, take Ethiopia. Who has par- 
ticipated in discussions about aid to E thiopia? Outline the procedure, 
if you will. 

Mr. SATrERTHWAITE. Yes, Senator Lausche, and I may have to ask 
Mr. Van Dyke to supplement it if I leave anything out. 

We have in Addis Ababa first the Ambassador, and he has his 
economic section to advise him. Then we have the U.S. operations 
mission which carries out the technical assistance and special assistance 
part of the program, and our MAAG or Military Assistance and Ad- 
visory Group, which carries out all the military operations. Now the 
heads of these groups have weekly meetings or even more often, and 
this is called the country team. All of these problems come up to the 
Ambassador through the country team over which he presides. 

As has already been explained, when it comes to setting forth the 
recommendations for next year’s program, that is done through this 
country team process. 

Have I described it more or less correctly ? 

Mr. Van Dyke. There is nothing I can add to that. 

| Deleted. ] 


EMERGENCE OF SOMALIA AS INDEPENDENT STATE 


The CHarrMan. I want to ask you about Somalia. Do any of you 
think it is a viable country ? 

Mr. Satrertuwaite. No, sir. 

The Cuarrman. What is the reason for creating it? 
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Mr. Satrertuwatte. It is a ward of the United Nations, a former 
Italian colony, as you know. The U.N. decided in 1950, when they 
finally made the decisions on the disposition of the former Italian 
colonies, that this should be put under Italian trusteeship for 10 
years—and these 10 years will “ up on December 2, 1960. 

[ Deleted. ] 

The Cuarrman. I am looking to the future. If we become com- 
mitted to the independence of countries that from the very begin- 
ning have no hope of supporting themselves, they are a charge on us, 
are they not? You can see it has grown double each year, and I see 
no way to stop it. 

Mr. Satrertuwaite. The primary charge is on the Italian Govern- 
ment, and will remain so according to present arrangements. 

The Cuamman. Any day the Italians say “No”, we will pick it up, 
I guess. That is the pattern. 

I bring this up again to emphasize the necessity of trying to work 
out a long-term system under which the various segments have an op- 
portunity to support themselves, and under which we are sure they 
will not be a public charge. 

[ Deleted. | 


QUESTION OF CREATING VIABLE ECONOMIES 


The Cuarrman. I am questioning what the policy of our State De- 
partment is. It seems to me to accept this is a little like the British 
in Jordan. The British supported Jordan and where are they? It 
was not a successful program, was it? Aren’t we doing a little of 
the same in undertaking to help support this kind of a political 
organization ? 

Mr. Sarrertuwatte. I know that you are not concerned about the 
amount, which is relatively small. 

The Carman. I am sure that will increase. It is the principle 
and the multiplication. 

You mentioned a moment ago Togo and al] these others. Nigeria 
is the only one you mentioned that looks as if it might be a viable 
state. 

Mr. SatrertuwatrTe. I think the Cameroons should be. 

The CHarrman. They would be much better there if they were 
joined in some kind of a federation. 

Mr. Sarrerruwaite. Yes. 

The Cuarrman. All I am saying is, if you believe that, why don’t 
we aggressively and affirmatively incorporate this in our policy here 
in connection with this program ? 

I am trying again to say that we missed an opportunity in Europe, 
I think for a bad reason, and this is not just hindsight. You can look 
at the hearings of this committee when the matter was raised, and 
the Department took the very view then that it apparently still has, 
“Well, the problems are difficult. We won’t try.” 

I am in favor of trying something different, and I would like to in- 
spire the Department to give some thought to this. 

Mr. Satrertuwairte. Sir, we are giving it thought, and you are cer- 
tainly inspiring us to give it more. 

The Cuatrman. And to use this program, to try the use of a com- 
bination, whether it is military or economic, to induce the African 
States to do something for their own viability. You say we are doing 
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this in our own interest. But isn’t it in their interest to be able to 
make a living? 

Mr. SarrerrtHwaite. Mr. Chairman, our program is aimed directly 
at that in technical cooperation, in trying to get them enough tech- 
nicians so that they can 

The Cuatrman. There is nothing in this record to indicate that 
Somalia has the faintest chance of being a viable state. It looks like 
a permanent ward for somebody, does it not, from all the statistics? 

Mr. SatrertHwatre. It may be viable with a low standard of living. 

The Cuarrman. It could not be much lower than it is, and you do 
not say anything here that it is going to increase very much. I can- 
not see anything. [ Deleted. | 

Well, I do not know that we in this committee can do much. I do 
not know whether the committee serves any good purpose other than 
to try to inspire you to think about these matters. 

[ Deleted. | 

Senator Lauscue. Senator Fulbright, I have been in contact with 
representatives of the Ukranians, the Cossacks, and others. 

My own belief is that Khrushchev is sitting on a keg of dynamite 
with respect to those people. Their nationalism is still intense, and 
my belief is that Shaiada they are going to blow up. 


[ Deleted. ] 





RUSSIAN ASSISTANCE IN ETHIOPIA 


Senator Lauscue. Following that question, what is Russia giving 
to Ethiopia? That has been mentioned a number of times here today. 
Let us get it in the record at this point. 

Mr. SarrertHwaltrte. It is in the record here. They have had a 
hospital there since the days of the Imperial Russian Government, 
and they maintain that; and, I believe they have offered up to $2 
million ie another hospital. That is in the report that I have put 
in the record. 

Senator Lauscue. They are not giving any military aid? 

Mr. SatrerTHwairTe. No, sir. 

Senator Lauscue. It is a fact, is it not, that Ethiopia, as far as the 
West is concerned, is one of the most reliable nations in the African 
tier? 

Mr. SATTERTHWAITE. Yes, sir. 

[ Deleted. | 

Mr. SatrertHwaire. Ethiopia has an outstanding record and they 
sent their forces, as you know, to Korea. 

Senator Lauscne. How many were sent ? 

Mr. Satrertuwairte. It was a token unit. 

Admiral Grantuam. It was one battalion. 


PROPOSED MULTILATERAL AID PROGRAM FOR AFRICA 


The CuatrMan. The Center for International Studies at MIT in 
1958 proposed a multilateral aid program for Africa. Are you 
familiar with that? 

Mr. SatrertHwaite. I believe so. 

The CHarrman. That proposal would link the United States and 
the European OEEC countries, not just the colonial powers, but all 
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of the members of the OEEC, in extending aid on a basis, perhaps, 
resembling the Colombo plan. 

Has the Department given any consideration to that proposal ? 

Mr. Sarrerrawarre. I would ‘have to say that my recollection is 
that we have seen only the preliminary drafts of those proposals, and 
that we have not given it serious consideration. But if you would 
like, I will furnish something for the record on that. 

The CuHatrrman. What re ally distresses me a little is that you have 
not given it any thought. The mind of the Department has not gone 
in this direction. 

Mr. Sarrertuwatre. I believe, if I can go off the record 

( Discussion off the record.) 

The Cuarrman. This was a proposal in 1958. I think it developed 
in connection with our foreign aid study, as a side issue. You know, 
we used MIT for that study. 

Mr. Satrrertuwatre. I did not know about the work they are doing 
for you. This, I believe, you will find came out of another study, but 
I cannot be sure of it. 





ARMS RACES 


The CuatrmMan. What, more than anything else, bothers me, is that 
there is no long-term hope in this program. I mean, there is no plan 
to do anything other than at the moment to stop the Russians from 
coming into Africa. I do not believe such a program will succeed. 

Mr. SatrerTHWAITE. Senator, we will give very serious thought to 
the remarks you have made, but one thing that bothers me is your 
seeing a parallel all the time between Latin America and Africa, and 
I do not believe that parallel exists. 

We do not have military programs there except in the context of 
our worldwide responsibilities. We hope very much that no arms 
race willstart. [Deleted.] In this connection the shipment of Czech 
arms to Guinea was most regrettable. 

The CuarrMan. Well, it is regrettable, but you did not start it. 

Mr. Sarrerruwaire. Would you have proposed that we could 
have 

The Cuarrman. I think you ought to condemn it for all it’s worth, 
and a counterproposal should be submitted along the lines I am sug- 
gesting, that neither they nor we should start it on a national basis. 

You will not deny—this is not your responsibility—that we cer- 
tainly had much to do with starting an arms race in the Middle East, 
did we not? We were not consistent. 

On the one hand, we tried to hold it down, but we went to Pakistan 
and we vastly enlarged its military strength, and we got so com- 
promised that we could not effectively compl: iin about anybody else 
doing it. 

Mr. Satrertuwaire. Let me emphasize again in the case of Ethio- 
pia, that it is a country which has been independent for many years 
and consistently fr iendly to us. So it is not in the same position as 
these emerging states. 





U.S. POSITION IN WORLD 


The Cuarman. [Deleted.] If you look around the world, I do not 
think you would or could deny that in the last year or two, as a rela- 
tive matter, we have not made progress. Have we made progress in 
the last 5 years? 
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Mr. Sarrerrtuwatre. We certainly have made some progress on a 
global basis against very great obstacles indeed. I think we certainly 
have held our position. 

The Cuarmman. We have not in the Middle East. You do not think 
we are as well off today in the Middle East as we were 5 years ago, 
do you? 

Mr. Sarrerruwatre. Of course not. But on a worldwide basis, and 
in Africa, it all leads to a question of Soviet power, which is the over- 
riding consideration. 

The CuarrmMan. Generally speaking, we certainly have done no bet- 
ter than to hold our own. I do not think we have held our own, which 
has disturbed me. 


NECESSITY OF TRYING NEW APPROACH IN FOREIGN AID ADMINISTRATION 


Why can’t we show enough ingenuity and imagination to try to 
upset the established pattern which has not been to our benefit in 
these areas and see if it is not possible to do something different ; when 
things are going against you in business or sports or polities, if you 
have got any sense you usually try to change whatever the pattern 
has been to see if you cannot get a new one. 

I am only suggesting that commonsense would indicate to me that 
we should not keep on following the same general principles that have 
not been successful. 

I am not saying I am smart enough to tell you what to do. You 
have 22,000 people working for you in the State Department, and 
among those surely there are some people who can give their time to 
this and can come up with something that would be appealing. That 
is all I say. 

I hope you do not. think we think we are smart enough to do it. 

We are trying to help back you up, and to encourage you to do 
something a little bit different and new. 

Mr. Satrrertuwaitr. Mr. Chairman, we appreciate your thoughts 
and I know that when you talk to Secretary Herter you will get the 
best possible answers to these questions. 

The Cuatrman. I am talking about the longterm. I know you have 
to do short-term things, but what. bothers me more than anything else 
is the absence of what I would call a long-term idea as to where we 
are going. 

It appears that most of our witnesses are only trying to get through 
these hearings, and do not. know what the future will bring; they seem 
to be saying, let the future take care of itself. 

Mr. SatrertHwatte. Well, maybe there is a certain mental hazard 
about coming up before so many distinguished Senators, but I can 
assure you there is long-range planning going on. 

The Cnatrman. We would appreciate seeing some signs of it. 

_I grant you this is not all your fault. The other body rejected the 
little effort we made in the Senate to give you a longer-term appropri- 
ation for the ICA. 

In our kind of government I do not know whose fault it is. Every- 
body shares. There is enough fault to go around so that we all share 
init. There is no doubt about that. 

Mr. Sarrerruwarrr. I do not know anybody in the Department 


who would like anything better than to have this long-range program 
that you advocate. . 
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SOVIET TACTICS 


Senator Lauscue. Well, we, of course, cannot indulge in practices 
such as the Soviet does. 

We use a method entirely different from theirs. The witnesses 
today described their technique. 

If we decided to use their technique probably we could not only 
hold them at a standstill but temporarily excel them. 

Eventually, however, the wrath of hell would fall upon us just as 
I believe it is going to fall upon the Soviet. 


NATIONALISTIC IMPULSES OF CAPTIVE EUROPEAN NATIONS 


My belief is that our gravest errors were made when we did not 
avail ourselves of the nationalistic impulses of the nations in Middle 
and Eastern Europe. We are still not availing ourselves of them. 

The Soviet is using as its primary weapon nationalism and I do 
not know what is going to happen as a consequence of the discussions 
which we hear now, that all of the nationalistic ambitions of the East- 
ern and Middle European nations are going to be thrown overboard. 

Poland, Czechoslovakia, Rumania, Hungary, Latvia, Estonia, Lith- 
uania—their nationalistic impulses are being forgotten. 

Well then we say, where have we come to? If we look back 10 
years, we can pretty well see that the weaknesses we are suffering now 
had their roots and seeds planted at that time. 

We are now struggling to extricate ourselves from the complica- 
tions of 10 and 12 years ago. 

The Cuatrman. I do not wish to take issue with the Senator, but 
I would suggest that it is not just ethical differences. I think there 
is some lack of serious, intelligent foresight and planning on our 
part. We just have not taken advantage of our opportunities as we 
might have, had we had the foresight to make plans and think them 
through and do things we knew were within our power. We did not 
do it. 

Mr. VanDyke. Mr. Chairman, before we adjourn, could I just raise 
a question ? 

At the opening of the hearing, Senator Green requested a precise 
indication of how the mrepeere figures are arrived at. 

Mr. Claxton has reminded me that, just in the last few days we 
have inserted in these presentation books about as precise a statement 
to how the specific aid figures have been gotten together as we could 

et. 

I wonder if we could get the committee and the staff to take a look 
at the book and tell us whether these statements are adequate ? 

The CuatrmMan. You can call it to Senator Green’s attention to- 
morrow and maybe that will satisfy him. 

Mr. VanDykxe. If it does not, we will be glad to supply additional 
information. 

(The following information on this subject appears in the presenta- 
tion book :) 
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METHODS OF PROGRAMING—ECONOMIC ASSISTANCE 
WORLDWIDE 


General description of ICA program process’ 


Guidelines and procedures for the development of economic assistance pro- 
grams administered by ICA are summarized below. 

This summary details the procedures by which country programs are developed 
and indicates the significant factors taken into account in the development of 
all country programs. Factors which are taken into account in the development 
of functional components of country programs are contained in the sections of 
this volume on defense support, special assistance and technical cooperation. 
Country statements citing unique factors given special consideration in indi- 
vidual countries are contained in the defense support and special assistance sec- 
tions of this volume and in the country sections of the regional volumes. 

Issuance of annual guidelines to USOMs.—Guidelines are issued to USOMs an- 
nually, usually in late spring, for the preparation of the budget to be presented 
to the next Congress, and consists of: 

1. Policy and programs guidance provided by the coordinator of the mutual 
security program. 

2. Procedural instructions issued by ICA. 

The coordinator’s guidance includes: 

(a) Assumptions as to world conditions and U.S. policies and objectives, 
both in general and for individual areas and countries. 

(b) Assumptions as to the nature, form, size, and execution of the non- 
military program, including definitions of categories of aid, availability of 
resources, legislative, and administrative restrictions, and fiscal considera- 
tions. 

(c) Guidance as to the timing and procedures for the interagency co- 
ordination and review of both military and nonmilitary assistance programs. 

(d) Assumptions as to force goals underlying military assistance and 
defense support programs. 

(e) Assumptions with respect to the inter-relationship of the Develop- 
ment Loan Fund, defense support, special assistance, technical cooperation, 
and any other forms of aid. 

(f) A definition and delineation of the responsibilities of the Department 
of State, ICA, the Department of Defense and other agencies for the prepa- 
ration of various component parts of the mutual security program. 

(g) Other policy guidance required for the development of mutual security 
programs. 

Procedural instructions furnished guidance on the procedures, basic considera- 
tions, format, and time schedule for preparing the annual submission. Each 
USOM then prepares material for presentation of the program, based on discus- 
sions with the host country government. Each USOM is instructed to consult 
with other members of the U.S. “country team.” 


Program development 


General.—The program development process starts with the identification and 
precise statement of U.S. country objectives; it then defines and analyzes the 
problems which must be solved in order to attain these objectives; and finally, 
it develops programs designed to solve these problems and thereby to make 
possible the attainment of such objectives. 

Objectives.—The ICA programs are developed to accomplish specific U.S. coun- 
try objectives. These objectives are in turn based upon an analysis of total U.S. 
interests in whatever country is involved. Such objectives are normally stated, 
at least in general terms, in worldwide, regional, and country policy papers ap- 
proved by the National Security Council and the Operations Coordinating Board. 

The annual policy guidelines issued by the Coordinator of the mutual security 
program supplement the NSC and OCB papers. Moreover, where the formal 
guidance furnished from Washington does not provide an adequate basis for the 








‘This is largely a summary of the handbook entitled “ICA Programing Process,” origi- 
nally issued Aug. 22, 1958. 
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intelligent development of economic assistance programs, the USOM, in coop- 
eration with the other members of the country team and subject to approval by 
the Ambassador, may refine country objectives to the extent necessary to pro- 
vide an adequate basis for program development. 

Identification and analysis of problems.—Major problems that are obstacles 
to attainment of the U.S. objectives are identified in the course of a broad 
analysis of the total country setting, including consideration of economic, po- 
litical, and social conditions and trends. This analysis entails, among other 
things, a comprehensive examination and interpretation of (a) selected basic 
economic data, (0) current and projected central government finances, and 
(c) balance of payments situation and forecasts. Relevant political and socio- 
logical factors are carefully weighed. 

The nature and magnitude of each problem identified as a result of this 
analysis are examined, in relationship to U.S. objectives and other relevant 
problems. With respect to each problem relevant to the U.S. assistance program 
the goals which must be achieved for its solution are defined and specific con- 
ditions which contribute to the problem are identified. With respect to those 
problems where U.S. assistance has been requested, answers to the following 
questions are sought: 

(a) What is the present situation with regard to the problem? 
(b) What further changes are needed to reach the problem goal? 
(c) What are the host government and others doing about it? 
(d) What U.S. assistance and/or other measures are required, if any, to 
deal with the problem? 
Determination of specific ICA activities 

Each proposed program or project is tested for desirability and feasibility 
from the standpoint of the resources and other capabilities of both the United 
States and the host country. 

From the standpoint of the United States, the following considerations are 
weighed: (1) likelihood that ICA will be able to provide the aid needed on 
schedule; (2) availability of personnel and institutions to carry out the activity; 
(3) existence of necessary operational organization and procedures; and (4) the 
availability of requisite equipment and materials. 

From the standpoint of the host government, a careful analysis is made of 
all the factors which may affect the capacity and willingness of the recipient 
government (1) to undertake necessary complementary measures and (2) 
effectively to utilize a proposed program or project. 

Assuming the soundness of the program or project from every other view- 
point (economic, technical, political) careful consideration is given to the re- 
sources (men, money, and materials) which are required to carry out the pro- 
gram or project, with particular attention to the following factors :(@) in view 
of existing pipelines and expenditure trends, the amount of new obligational 
authority which is actually required during the particular fiscal period involved 
(budget year, operational year, etc.) if such program or project is to be carried 
out in accordance with the desired time phasing, and (0) the maximum possible 
use of all other resources, including third country technicians, third country 
training facilities, accumulations of local currency, the resources and capabil- 
ities of other institutions and programs. Where a pipeline appears to be abnor- 
mally large, or will significantly increase as a result of the aid proposals sub- 
mitted, a special explanation or justification is included. 


Basic considerations 

The following considerations are emphasized in the course of program analysis 
and development : 

Participation of host country in program planning.—USOMs are instructed 
to have as frank and complete discussion with the host government of future 
plans and programs from the outset of the planning process as is feasible, even 
though this discussion will be long in advance of the availability of the appro- 
priations that would be required to implement such plans and programs. It is 
emphasized to officials of the host government that these discussions of future 
plans are not to be taken as a commitment to provide a given level of aid or 
even to carry out a specific project. The USOM Director is guided by the 
judgment of the Ambassador in handling this problem. 

Other economic assistance programs.—USOMs are asked to consider the re- 
lationship of other present or possible future programs of the U.S. Government, 
foreign governments, international organizations, business enterprises or pri- 
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vate institutions which either (a) provide technical, economic or other forms 
or assistance or (0b) otherwise affect the achievement of U.S. country objec- 
tives. Examples are Public Law 480 (all titles), activities of the Development 
Loan Fund; lending by the Export-Import Bank; the exchange of persons 
programs; MAP; activities of private U.S. charitable, religious or educational 
institutions ; pertinent activities of U.S. and foreign business enterprises, of the 
IBRD, the International Finance Corporation and the International Monetary 
Fund ; reparations payments ; UN and OAS programs; the foreign aid programs 
of other free world countries. Assumptions as to future activities can of course 
be made with varying degrees of reliability. For example, the USOM’s as- 
sumptions on future technical assistance activities of the UN, based on Wash- 
ington guidance and discussion with the local UN resident representative, are 
more firm than assumptions as to the nature and scale of future private in- 
vestment. 

Long-term effects of aid proposals.—In selecting programs and projects, the 
long-range effects are considered, taking into account such things as (a) politi- 
cal and psychological impact; (6) effect on productivity; (c) creation of new 
‘needs,” habits of consumption, hopes, aspirations and desires; (d) effect on 
particular population groups; (¢) impact on local institutions, mores, customs; 
(f) effect on the health, general welfare, and rate of growth of the population. 

Soviet bloc activities—The size, form, emphasis, and other characteristics 
of any past, present or prospective Soviet bloc political, military, economic or 
cultural activities in the country and in the surrounding region are taken into 
consideration. 

Political considerations.—Programs or projects which are dictated primarily 
by political considerations (in whole or in part) are to be clearly justified as 
such and not on the basis of military or economic necessities. The political con- 
siderations are required to be spelled out in detail, and supported by the best 
possible evidence, and not merely asserted to exist. Any military or economic 
advantages or implications thereof are stated, but in proper perspective. Simi- 
larly, where the specific level of a program, as contrasted to the need for any 
program at all, is determined by political considerations, these considerations 
are requested to be fully discussed and the aid level advocated fully justified. 
The USOM looks to the Embassy for specific guidance on programs in this 
category. 


Washington review of program submissions 


Upon its receipt in Washington, each country program submission is subjected 
to an intensive review in three successive steps: (a) staff (working level) re- 
view; (0) interagency formal hearings, and (c) review and approval by the 
Coordinator, MSP. 

Staff (working level) review.—The working level review is conducted by ICA 
regional office staffs in close consultation with each interested organizational 
unit in ICA and the appropriate regional bureau staff of the State Department. 
In this review all offices concerned are instructed to subject the proposed pro- 
gram to the same scope and degree of analysis which was required of the field 
mission in its preparation. The ICA regional office discusses each element of the 
submission with each reviewing office, covering U.S. objectives, the economic 
analysis, each problem and resulting project or nonproject activity in turn, and 
the overall aid level proposed. The adequacy of the submission itself is consid- 
ered, including its form, relevance, clarity, accuracy and validity. During this 
discussion each reviewing office outlines its general views on overall deficiencies 
in the submission, or new ideas which might be introduced. A major purpose of 
this discussion is to provide the regional office with information and criticism 
which assists it in preparing a thorough analysis and critique of the program sub- 
mission, leading to its approval with such modifications as may be made in Wash- 
ington. While there is continuing review of country programs throughout the 
year, this initial staff review is intended to be the most thorough and compre- 
hensive and provides the basis for preparation of draft approval documents. At 
the end of this review, formal record of concurrence or nonconcurrences are sub- 
mitted to the regional office by the other participating offices; the staff recom- 
mendations, together with issues to be resolved, are then presented for consider- 
ation at the inter-agency hearings. These recommendations are accompanied 
by proposed comments to the field, including indication of those portions of the 
proposed program which can be recommended for approval and those requiring 
further justification. 
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Inter-agency hearings conducted by Director, ICA (in conjunction with the Of- 
fice of the Mutual Security Coordinator).—These hearings provide an oppor- 
tunity for comprehensive inter-agency review of the entire economic portion of 
the mutual security program. In addition to ICA, the Office of the Mutual Se- 
curity Coordinator, and the State Regional Bureau concerned, participation in- 
cludes the Bureau of the Budget, the Departments of the Treasury, Defense, 
Agriculture, the U.S. Information Agency, the Development Loan Fund, the 
Export-Import Bank and State’s Bureau of Bconomic Affairs. The hearings 
are conducted over a period of 2 or 3 weeks. 

The purpose of these hearings is to obtain (a) an opportunity for the top staff 
of ICA, W/MSC and other agencies to annually, systematically appraise past 
progress and future direction of the entire program, (0b) resolution of opera- 
tional issues within ICA, (c) the views of non-ICA offices represented concern- 
ing the assumptions, policies, objectives, and problems, as to the non-ICA 
activities and aid levels assumed or described in the program presentation, (d) 
an opportunity for Bureau of the Budget staff to gain extensive information 
underlying the forthcoming request to the Director of the BOB, and (e) infor- 
mation with which the Director of ICA can make his recommendations to the Co- 
ordinator, including his recommendations for funding. Upon completion of 
these hearings, comments to the field on operational and technical matters are 
cleared and dispatched and the Director of ICA submits his recommendations 
on program levels and content to the Coordinator. 

The Coordinator’s review.—The Coordinator then holds meetings in order to 
resolve any issues not hitherto resolved. Attendance at these meetings is de- 
termined by the Coordinator and generally is attended by such principal of- 
ficers as the Director of ICA and the Assistant Secretary of State for the region 
concerned. Decisions are reached in these meetings on any changes in the 
substance of the proposed program and on the proposed aid level for the budget 
year. These meetings extended over 2 weeks for the budget now under con- 
sideration by Congress, and each country program was brought under review. 

Transmittal of instructions to the field for revised material and program sub- 
mission to the Budget Bureau.—Immediately following the coordinator’s review, 
the decisions reached by the coordinator are transmitted to the field with request 
for such revised material as necessary in light of the Washington decisions, for 
inclusion in the program presentation to the Congress. The coordinator simul- 
taneously submits the recommended program to the Bureau of the Budget. 


Preparation of revised submission in the field and Washington for presentation 
to the Congress 


Upon receipt of the review messages, the field mission makes such revisions as 
may be required in its original submission. Meanwhile, the coordinator has con- 
sulted with the Bureau of the Budget and obtained a final decision as to the 
amounts to be included in the President’s budget for the various categories of 
aid. Upon receipt of the revised submission from the field, ICA in consultation 
with the Office of the Coordinator, proceeds to make, and clear with other 
agencies as appropriate (including further reference to the field, if needed), 
any program adjustments necessitated by the President’s budget decision, new 
international developments or other factors. The submission is then completed 
in final form for presentation to the Congress, 


The role of the coordinator in the programing process 


Throughout the process for the initial development, review, presentation to the 
Congress, refinement and implementation of military and economic assistance 
programs, the coordinator of the mutual security program (the Under Secretary 
of State for Economic Affairs) exercises the responsibilities assigned to the Sec- 
retary of State by section 523(c) (1) of the Mutual Security Act and delegated 
to him. 

The principal stages at which he exercises such responsibilities are: 

(a) The issuance of policy and program guidance to the Department of 
Defense and ICA for the development of the next fiscal year program. 

(b) Review of the program proposals and estimates submitted by DOD 
and ICA on the basis of field recommendations submitted to these agencies 
and screened by them. 

(c) Submission to the Director of the Budget Bureau of mutual security 
estimates. , 

(@) Coordination of the presentation of the program to the Congress. 
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(e) Following Congressional action, review and approval of program im- 
plementation. 

In carrying out his function of assuring the coordination of the various parts 
of the mutual security program and of assuring that the program promotes the 
security and foreign policy of the United States, the coordinator looks to the 
chiefs of diplomatic missions abroad for coordination at the local level and for 
recommendations to him. During the field preparation of fiscal year 1960 pro- 
grams, chiefs of missions were reminded of their supervisory responsibility and 
were asked to review proposed country program submissions to ensure that (1) 
there is a proper balance among the various elements of the mutual security 
program, especially between military and economic assistance programs; (2) that 
the country has the capability of utilizing effectively the assistance proposed and 
is prepared to take the necessary actions; (3) that the programs proposed will 
make an adequate and effective contribution to the implementation of U.S. policy ; 
(4) that the submissions clearly address the question of whether the proposed 
programs involve the minimum expenditure of U.S. resources required to meet 
essential U.S. objectives. The chiefs of missions were further requested to trans- 
mit succinct reports to Washington on the role that the mutual security program 
and other U.S. programs should play in achieving U.S. objectives during fiscal 
year 1960. These reports were utilized at various stages of program review and 
were made available to the executive branch agencies concerned. 


METHODS OF PROGRAMING—MILITARY ASSISTANCE 
DETERMINATION OF REQUIREMENTS AND FORMULATION OF PROGRAMS 


General 


1. The programing process described below was initiated in 1956 to effect im- 
provements in the programing methods employed prior to that time, by: 

(a) Program provable detailed requirements to achieve U.S. objectives 
in allied countries, as opposed to the practice in prior years of presenting a 
program without specific data for item justification. 

(b) To take more fully into account individual country capabilities to 
make effective use of materiel if supplied under grant aid, as well as its 
ability to obtain its requirements from sources other than MAP grant aid. 

(c) Integrate MAP programing and implementation with the regular 
defense supply programs to facilitate execution, as well as to eliminate any 
duplicated or additional effort in the military departments. 

(d@) Devote limited MAP resources to meeting highest priority require- 
ments worldwide, as opposed to previous practice of programing within 
“dollar ceilings” established for each country and service on a more or less 
arbitrary basis. 

(e) Program and fund MAP requirements at the time necessary to obtain 
delivery when available and/or required, as opposed to previous practice of 
programing and funding on a requirements basis with little regard to pro- 
curement leadtime and item availability. 

2. To achieve the above outlined objectives, a programing system uniform in 
its application to all countries and military departments and one which followed 
as closely as practicable that used within the Department of Defense to develop 
the programs for the U.S. military service was adopted, comprising : 

(a) Policy and procedural guidance and establishment of military prior- 
ities. 

(b) Establishment of requirements in military priority. 

(c) Programing requirements based on military priorities, country capa- 
bility, and supply and fund availability. 

(d) Approval and execution of programs. 


Policy and procedural guidance 
3. Programing guidance takes into account: 

(a) Basic governmental objectives, policies, and courses of action set 
forth in documents of the NSC and the OCB. 

(b) Military objectives, accomplishments, priorities, and forces recom- 
mended by the Joint Chiefs of Staff. 

(c) Political and economic considerations provided by the Department of 
State. 
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(d@) Procedures recommended by the military departments, the Joint 
Chiefs of Staff, and various other interested agencies of the Department of 
Defense. 

4. Wherever possible, the result of the above considerations is expressed in 
guidance as to the types of assistance appropriate to the various countries and 
regions which may be broadly grouped into the following five general categories: 

(a) Supply and procurement services for countries having capability to 
pay in dollars. 

(b) Credit assistance to countries which can pay, but frequently not a 
large single lump sum in dollars. 

(c) Foreign exchange assistance where the country can pay in local ecur- 
rency but has a dollar shortage. 

(d) Cost sharing assistance where the country can put up part of the 
cost, but needs a supplement to permit or induce it to make the effort. 

This category would also include regional provision for supply assistance and 
production programs. 

(e) Grant aid in varying categories under various conditions. 

5. Within the broad statements of accomplishments and priorities contained 
in the Department of Defense guidance, the unified command must provide the 
MAAGs with statements of detailed priorities for countries within its area. 


Establishment of requirements 


6. In addition to major units in the published MAP force objectives, the 
MAAG recommends those minor combat units, combat support units, service 
support units, and necessary supporting installation (e.g., training establish- 
ments, depots, maintenance facilities) which meet the following three principal 
criteria : 

(a) The unit or installation is necessary under austere standards, taking 
into account the forces’ military mission and its probable combat employ- 
ment. 

(b) Services to be provided by the units cannot be obtained from other 
sources (e.g., existing commercial facilities). 

(c) The units’ requirements for equipment, supplies, and services neces- 
sitate MAP support. 

7. For each unit and installation recommended for support with MAP funds, 
the country team provides a description of the unit, its allowances of equipment, 
and the priorities in which these equipment allowances are to be met. These 
equipment requirements for all units are summarized together with additional 
requirements for war reserves, modernization, and consumption. Assets on 
hand, programed, or obtainable from sources other than MAP are deducted and 
the deficiency eligible for consideration for MAP funding results. These de- 
ficiencies are limited to those which can, if provided in the 3-year period fol- 
lowing preparation of the data, be put to fully effective use by the country. 

8. In addition to the principal statement of requirements described above, the 
following additional data are required in coordination with other parts of the 
country team: 

(a) A narrative study of the country’s military establishment and effort, 
with emphasis on problem areas and steps which might be taken to improve 
effectiveness of the country effort. 

(b) Detailed data showing the calculation of consumption and assets 
where required. 

(c) Special justification where the MAP is requested to provide assistance 
to the country for the construction of military installations. 

(dq) A financial summary of requirements projected 4-years in advance 
with country resources expected to be available to meet them. 

9. The data described above are reveiwed by the appropriate unified command 
for consistency with area plans and programing guidance. The data then are 
screened in the military departments and in the Office of the Secretary of Defense 
and used as the basis for developing programs. 

10. The data, as screened and modified by the preceding steps, are mechanical- 
ly priced in Washington and returned to the overseas agencies for their informa- 
tion and to provide a means of recording and submitting future changes. 
Changes to this data, submitted subsequently by overseas agencies, are subjected 
to the same review and modification process, with a revised statement of require- 
ments being forwarded to the field annually. 





} 
§ 
i 





~I 


~I 


MUTUAL SECURITY ACT OF 1959 4 


Formulation of Programs 


11. The first major step in the formulation of the annual program is estab- 
lishment of the objectives to be sought and the limitations to be imposed on the 
program for that year in each area and country. Governmental policies are re- 
viewed, the current situation in specific countries is examined, capability studies 
are undertaken, and further military, political, and economic guidance is sought 
from the Joint Chiefs of Staff and the Department of State. Finally, a de- 
termination is made as to requirements which, though valid and eligible for con- 
sideration, can be deferred without significant risk, and generate more detailed 
time-phased instructions as to the various forms of aid appropriate for each 
country, as set forth in paragraph 5 above. Taking the results of these activities 
into account, detailed instructions to the military departments for the prepara- 
tion of programs are then prepared and are coordinated within the Department 
of Defense and with the Department of State. 

12. Based on the programing instructions issued by the Department of De- 
fense, the military departments prepare line item programs for each country 
as well as for certain programs on a noncountry basis, show the items and quan- 
tities to be furnished, the source of supply, and the cost. They are accom- 
panied by a proposed plan of supply showing when deliveries will be made in 
terms of months following the date of the approval of the program. In develop- 
ing these programs, the military departments consider the following: 

(a) Availability of the items eligible for programing in accordance with 
the programing guidance, programing instructions, and requirements 
established. 

(b) The use of substitute items, as required, for those stated, insofar 
as such substitution is advantageous to the MAP and satisfies the country 
requirement. 

(c) Internal compatability of the program (e.g., insure that necessary 
support equipment is included for major end items programed ). 

(d@) The possibility of meeting requirements from MAP-owned assets 
(e.g., redistribution of in-country excesses, or transfer; from stockpiles, or 
from military department excesses). 

13. The programs recommended by the military departments are reviewed in 
the Office of the Secretary of Defense (to the extent feasible, jointly with other 
agencies to eliminate the need for successive independent reviews). Major areas 
covered in this review are: 

(a) Consistency with requirements established as above. 

(b) Consistency with country capability to utilize materiel effectively and 
to obtain from other sources. 

(c) Capability of the U.S. military departments to meet the proposed 
delivery schedule. 

(d) Need for programing and funding in relation to availability of the 
item. 

(e) Use of the most advantageous items and sources of supply. 

(f) Accuracy of unit prices. 

(g) Possibility of meeting end item requirements through means other 
than U.S. sources (e.g., coordinated foreign production on all or part of the 
cost basis or direct offshore procurement). 

[ Deleted. | 

15. Following the requirements and capability review outlined above, un- 
delivered prior year programs are examined to determine whether any part of 
the new program can be financed by reprograming of prior year requirements. 
Remaining requirements requiring new obligational authority are included in the 
overall MAP then recommended by the Department of Defense to the MSP coordi- 
nator in the Department of State. The proposed program is reviewed by the 
coordinator in the light of any issues which have arisen from the review de- 
scribed in paragraph 13, and such additional political and economic policy con- 
siderations as are appropriate. Subject to any revisions in program which may 
be necessitated by the coordinator’s review, the program is then submitted to 
the Bureau of the Budget as an integral part of the mutual security program. 
If for reasons of national budgetary policy the amount of NOA to be sought 
is reduced, the program is adjusted by omitting those items the deferral of which 
involves the least risk to our overall national security objectives. The adjusted 
program is then coordinated with the military departments, the Joint Chiefs of 
Staff and the Department of State. With the approval of the MSP coordinator, 
it is submitted to the Congress. 
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Approval and execution of the program 


16. Simultaneously, programs are transmitted to the field, accompanied by 
detailed statements as to the criteria applied in their development and the objec- 
tives they seek to achieve for advance planning, reflecting of changes in the 
situation and requirements during the period the program is being justified and 
approved, and to facilitate implementation of the program promptly after its 
approval. As soon as congressional action is complete and fund availability is 
known, the refined program is adjusted and updated as necessary and submitted 
to the MSP coordinator for approval. Concurrently, a request is made to the 
Bureau of the Budget for apportionment of funds. 


Variations from above process 

17. In certain cases, the special nature of the program requires variations in 
the criteria and procedures generally applicable. The principal cases in which 
this has been true for the 1960 program are set forth below: 

(a) NATO cost-sharing programs: Programs for NATO infrastructure 
and international military headquarters represent the U.S. contribution in 
accordance with cost-sharing formula of obligations unanimously agreed 
upon by NATO committees on which the United States is represented. The 
programs represent the estimate of expenditures to be incurred during the 
program year for which U.S. contribution will be due and payable. 

(b) Bilateral cost-sharing programs: The mutual weapons development 
program and weapons production program represent the U.S. share under 
special agreements or contracts for each project with allied governments 
which are developed on the basis of military requirements generally originat- 
ing from SHAPE through CINCEUR after technical negotiation by special- 
ized representatives of the Department of Defense in Paris and review by 
the best qualified experts in the field in the Department of Defense. 

(c) U.N. support in Korea: The reimbursement of the military depart- 
ments for support to be furnished through the normal channels of our U.S. 
forces in Korea is based on a flat per diem amount per soldier times the 
number of soldiers who are expected to be provided to the U.N. commander 
by the country supported, plus other special one-time requirements justified 
on a case-by-case basis for actual support rendered to allied forces in the 
Korean operation. 

(d@) PCH&T and administration: The requirements to reimburse the mili- 
tary departments for the cost of packing, crating, handling, and transporta- 
tion of MA materiel and reimbursement for administration of the program 
are estimated, reviewed, and justified in exactly the same way as any other 
comparable budgetary requirements of the Department of Defense. 


SOVIET AID 


Senator Lauscue. Mr. Chairman, I want to put one more question. 
A month or two ago we had on this board comparative columns show- 
ing the aid given by the Soviet and that given by our country. Today 
I am told that we have no comparative figures. 

Mr. Satrertuwatte. That is just for Africa. 

Senator Lauscue. Do you have them for the other nations? 

The CuHarrmMan. I have seen such figures. 

Senator Lauscue. Then that explains it. 

The Cuatrman. The committee is adjourned until 10 in the morn- 
ing. 

Senator Lauscue. May I suggest, Mr. Chairman, before you ad- 
journ, that we have available here those figures that were given by 

r. Dillon showing the aid that the Soviet has given and the aid 
which we are giving. 

The Cuarrman. We will adjourn until 10 o’clock tomorrow morn- 
ing in the New Senate Office Building. 

(Whereupon, at 5:15 p.m., a recess was taken, to reconvene the fol- 
lowing day, 10 a.m., Tuesday, May 12, 1959.) 
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WEDNESDAY, MAY 13, 1959 


U.S. SENATE, 
ComMITTrEE ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10:15 a.m., in 
executive session, in the committee room, U.S. Capitol Building, 
Senator J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Green, Sparkman, Humphrey, Mans- 
field, Gore, Lausche, Church, Aiken, and Carlson. 

Also present: Charles H. Shuff, Deputy Assistant Secretary of 
Defense; John O. Bell, Special Assistant for Mutual Security Co- 
ordination, Department of State; James P. Grant, Deputy Director 
for Program and Planning, ICA; and Philander P. Claxton, Jr., 
Deputy Assistant Secretary of State, Department of State. 

Senator Green. The meeting will please come to order. 

At the chairman’s request—and he is on his way here now—we will 
go ahead and proceed so that we need not waste the time of those 
present. 

The first witness is the Acting Secretary of State, Mr. Dillon, who 
will discuss the aid program in Pakistan and the matter of the security 
classification of cfihenation on military aid. Mr. Dillon, will you 
kindly proceed ? 





STATEMENT OF HON. C. DOUGLAS DILLON, ACTING SECRETARY OF 
STATE 


Mr. Ditton. Mr. Chairman, I wish to give and would like to give 
the committee a full and frank report on the question of military 
aid with Pakistan. [Deleted.] I think that all of this would have 
to either be off the record or, if it is on the record, it would have to 
be stricken before it is printed. [ Deleted. | 

Senator Green. Which alternative do you suggest is preferable? 

Mr. Ditton. I would take either one the committee prefers. I 
would be perfectly willing to let them have a record so long as it is 
understood that it will be stricken and not printed. 

Senator Green. Suppose then we proceed on the record with the 
understanding that it is privileged. 

Deleted. | 
enator Green. Is the figure given for casualties sustained durin 
the partition of India and the birth of Pakistan an exaggerated one! 

Mr. Duton. I don’t think so, no. I think there were well over a 
million, probably several million casualties. It was a very bloody 
affair. They were not all Pakistan casualties; they were in both areas 
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that these mob actions at the time of the split occurred when popula- 
tion had to be transferred. 

Senator GREEN. That is true of both sides? 

Mr. Ditton. That is correct. 

| Deleted. | 


SETTLEMENT OF THE KASHMIR QUESTION 


Senator Green. You intimated that the settlement of the Kashmir 
question might become involved in the settlement of this other ques- 
tion. 

Mr. Diti0on. The settlement of the Kashmir question would be 
greatly facilitated by the settlement of the Indus waters. Everyone 
is in accord with that, and we would be much more optimistic that 
a settlement could be reached and we would think in any event the 
tension between the two countries would be reduced [deleted] even 
without a solution, a final solution, of Kashmir, provided the Indus 
water problem had been settled, because that is the main thing. 

Senator Green. It isa rather complic ated thing. 

| Deleted. | 

Mr. Ditton. [Deleted.| A settlement of the wuter problem comes 
first, because that is the main thing. 

Senator SpaRKMAN. Mr. Sec retary, did I correctly understand you 
to say in the early part of your statement that Pakistan would be 
certain to accept the plan ? 

Mr. Drt10n. Pakistan has given some advance assurance to the 


World Bank. [ Deleted. ] 
PRESENT PAKISTAN GOVERNMENT 


The present Government of Pakistan is a coalition of military and 
civil service personnel. [Deleted.] They face problems of the great- 
est difficulty in their success in establishing political and economic 
stability ; it is dependent upon continued outside help. 

They gave indications that they are taking [deleted] aggressive 
steps to right their economic problems [deleted] and one good thing 
about this | Government is that we feel, and I think it is the genel ral 
opinion, that this is a strong, solidly based Government. | Deleted. 

This Government is clear ly very solidly based. [ Deleted.] 

The Cuamman. Are there any further questions ? 


QUESTION OF SUPPLYING ARMS TO ONE ALLY AGAINST ANOTHER 


Senator Cuurcu. Mr. Chairman, I have some. 

Mr. Secretary, my understanding of the military assistance program 
and the system of alliances to which we have become parties is that 
they have been directed toward the threat of Soviet aggression. 

Now, we have a case in Pakistan where we are supplying large 
amounts of money to maintain a military force. [Deleted. | The 
Pakistani feeling is that the threat comes principally from India. 

I question very seriously the propriety of spending American funds 
to arm one ally as against the threat posed by another. We are not 
giving military assistance at the present time to India, are we? 

Mr. Ditton. No, we are not. 
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I would like to make clear that what I said, and I think you noted 
it in your statement, was that this was the Pakistani idea that the 
threat came from India. We do not feel the same concern that Paki- 
stan does about that threat. [Deleted.] 

The aid to Pakistan was in connection with Pakistan’s joining the 
Baghdad Pact, which was a defensive pact against the U.S.S.R., and 
our Joint Chiefs of Staff felt that these forces from our point of view 
would be effective, and useful in the case of all-out trouble with the 
U.S.S.R. in the Middle East region. 


MUTUAL DEFENSE AGREEMENT WITH PAKISTAN 


I think that we should keep in mind the mutual defense agreement 
between Pakistan and the United States, which requires Pakistan 
to use this assistance exclusively to maintain its internal security, its 
legitimate self-defense or to permit it to participate in the defense of 
the area or in the United Nations collective security arrangements and 
measures, and Pakistan will not undertake any act of aggression 
against any other nation. The Government of Pakistan will not, 
without the prior agreement of the Government of the United States, 
devote such assistance to purposes other than those for which it was 
furnished. 

[ Deleted. ] 


PAKISTANI FORCE STRENGTH 


Senator Cuurcu. With these purposes in mind, the basic hypothesis 
then for extending military aid to Pakistan has been in connection 
with the Russian threat and the system of alliances directed against 
the Russian threat, and my understanding of your testimony is that 
it was our feeling that a sufficient Pakistan contribution, as directed 
against that threat, would be [deleted] forces. 

Mr. Ditton. Yes. 

Senator Cuurcn. Now, if that is the purpose and that is the de- 
termination, it seems to me that our military assistance ought to be 
pared to fit the purpose it was intended to serve. If the Pakistani 
Government. is capable of maintaining [deleted] additional forces 
on its own, then we ought to give assistance in conformity with our 
purpose only to the extent necessary to bring their military force 
up to the [deleted] level needed for that purpose. Why do we sustain 
the full level [deleted] divisions and thus permit them to maintain 
[deleted] additional forces over and above that quota on their own? 

Mr. Ditton. I can see your point, but the reason is that the Pakis- 
tan Government would insist and has told us they would, on main- 
taining these extra forces [deleted] come what may. 

The result would be [deleted] the Pakistanis would probably divert, 
or certainly divert economic resources of their own to try to keep 
up the full level felt necessary. [ Deleted. ] 

Senator Cuurcu. Does the deployment of these forces within a 
country the size of Pakistan, east and west Pakistan, really matter 
that much, in matters of the effectiveness 

Mr. Ditton. Yes, because of the difference in east and west where 
they are, in a way, totally separate components. [ Deleted. | 
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Senator Cuurcu. Excuse me, you are speaking of east Pakistan 
and west Pakistan, not the eastern part of west Pakistan as against 
the western ? 

Mr. Ditton. Oh, no. 


WHY WASN’T THERE A DIFFERENT APPROACH ON AID TO PAKISTAN? 


Senator Cuurcu. Let me ask you one other question, Mr. Secre- 
tary. 

Couldn’t we have approached this problem of tension between 
Pakistan and India very differently? Instead of giving massive 
military assistance to Pakistan, oii India might regard as a 
hostile move, and which might be the basis for considerable concern 
on the part of other allies, why couldn’t we have approached it by 
conditioning our aid to India of the kind that India badly needs, of 
a nonmilitary, economic kind, upon a settlement between India and 
Pakistan of these basic differences, and upon an understanding that 
India would not militarily molest Pakistan? Thus in this way, could 
we not have sought, by the use of the economic power that we were in 
position to employ peacefully, to establish stability without resort to 
arms, which essentially lead to instability, and contribute to inflam- 
matory feeling? 

Mr. Ditton. I think that is, of course, a course which could be 
considered. 

But we felt that it was an impractical one. 

[ Deleted. | 

I think that the Pakistanis also have some reason to believe that the 
threat from India that they are so worried about isn’t the only threat, 
because I think they feel that in Pakistan, there are stories there have 
been cases of aircraft flying over Pakistan, unidentified aircraft, 
which they don’t think are Indian aircraft, although there has been 
some trouble with Indian aircraft flying over Pakistan, as you know, 
one that was shot down, but they think there are some others. 
[ Deleted. ] 


QUESTION OF SUPPLYING ARMS TO ONE ALLY AS AGAINST ANOTHER 


Senator Cuurcn. I thank you for your answer, Mr. Secretary. I 
think it is a very mischievous thing to undertake so large a military 
assistance program when it in essence involves a dispute between two 
allies, or two very important members of the free world in that por- 
tion of the world. I am not convinced that it is the right policy. 

Mr. Ditton. Well, it was undertaken, this commitment, as I said, 
in 1954 in the light of the existing situation. 

I think if you wanted to get a good historical review of that, Mr. 
Rountree, who was here at that time, would be prepared to give you 
that when he is up here. 

Senator Cuurcu. Fine. 

The Cuatrman. Any further questions? 
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AIRFIELDS IN KARACHI 


Senator Cartson. Mr. Secretary, I would just like to go into this 
a little bit. Do we not have very substantial and important airbases 
in Pakistan ? 

Mr. Ditton. No, sir, we don’t have any airbases in Pakistan, 

Senator Caruson. There are some very fine airfields in Karachi. 
Did we build those ? 

Mr. Ditton. I think there is one Pakistan military airfield at 
Karachi, that I think we helped build. 

Is that correct ? 

That is correct; Mr. Shuff informs me the commercial field is in 
addition to that. I don’t know that we built the commercial field, 
did we? No, we did not. 

Deleted. | 

enator Cartson. The reason I mention it is that I have been there. 
Do I understand there are [deleted | airfields? 

Deleted. | 

enator Cartson. I was advised when I was there that there were 
some of the finest airfields in the Far East in that section. Now, 
whether they are our bases or not, those fields are available for use. 
[ Deleted. | 

Mr. Ditton. Well, our arrangements with Pakistan are very defi- 
nitely that we have no bases there and no base rights there. [Deleted.] 

Senator Carson. [Deleted.] It just seems to me that Pakistan 
itself, even without our SUPP, should have enough military sup- 
port at least to protect themselves. [ Deleted. | 

That is all, Mr. Chairman. 

Mr. Ditton. That is correct. I would like to say the Pakistanis 
are extremely sensitive about this subject of bases. It has been stated 
that there are bases in Pakistan. There was a news article, which 
caused great difficulty. There are no bases. 


AID FURNISHED PAKISTAN NOT TO BE USED AGAINST INDIA 


Senator Mansrrevp. Mr. Secretary, I think Senator Church has a 
real point when he is discussing the delicate relationships between 
Pakistan and India. I think it ought to be pointed out, though, 
that under the Southeast Asia Treaty setup it was made very plain 
once again that any aid to be rendered under that pact, as under the 
previous arrangements, was not to be used against India, but as 
against Communist aggression from the outside. 

Mr. Ditton. That is right. 


EFFECT OF SITUATION IN TIBET ON PAKISTANI-INDIAN RELATIONS 


Senator Mansrretp. The threat pointed up by the recent revolution 
in Tibet has come close to India. It could appear as a common 
threat to both India and Pakistan, and it could lead to a greater rec- 
spition by Mr. Nehru of its potentialities. As a result, has there 

nm any move toward an accommodation between Pakistan and 


India? 
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Mr. Ditton. Well, the President of Pakistan, General Ayub, in 
view of this thing, said he would be glad, publicly has said that he 
would be glad to resolve all their disputes with India, and he also 
has made a proposal regarding talks with India to set up a joint 
defense of the subcontinent. 

The Indians have not felt they wanted to—Nehru has replied in a 
sort of speech to that that he didn’t want to abandon their policy of 
neutrality and enter into pacts with anybody for joint defense. 

| Deleted. } 

Senator Mansrievp. That is all, Mr. Chairman. 

The CuarrmMan. Senator Humphrey. 


SOVIET-IRAQI COOPERATION IN MEDICAL FIELD 


Senator Humpurey. Mr. Secretary, I have a New York Times 
clipping here of Sunday, May 10. This is on a minor item, but I 
wanted to get your reaction to it. Itsays: 

Soviet-Iraqi ties are made firm. New accord provides for cooperation in 
medicine, science, and culture. 

Then the article goes on to point out that a system of regional 
committees has been set up throughout Iraq to examine seriously ill 

ersons and to decide which of them shall be sent to the Soviet Union 
or treatment. At the Iraqi Government’s expense some six persons, 
it has been reported, have been already sent to Soviet hospitals. 

The Baghdad radio reported last week that the Iraqi Ministry of 
Health is considering inviting outstanding Soviet medical specialists 
to teach in its medical schools. 


UNITED STATES’ MEDICAL AID PROGRAMS 


What are we doing in the Middle Eastern countries, Mr. Secretary, 
and in the south Asian countries, along lines comparable to this? 

I brought this question up the other day in reference to the medical 
program in Ethiopia and Africa [deleted], as contrasted with the 
| deleted | number of jets contemplated sending there. 

I wonder if we are doing comparable things now in countries such 
as Afghanistan, India, Pakistan, and Nepal, for example. 

Mr. Ditton. Well, we do have a—we are doing increasing amounts 
in the health field. I would just like to mention two or three specific 
things. I am not competent to give you a picture in detail of what 
we are doing there. I think Mr. Rountree will, when he comes, but 
I would like to mention one or two things. 

We have proposed as one of the illustrative programs in our special 
assistance this year a $5 million appropriation to begin an attack 
on the purification of drinking water systems, and we thought that 
we would start that in this general area. Of course, we have been 
doing it for some time with some success in Latin America, and the 
plans have been worked out in cooperation with our own people who 
are in the World Health Organization, and we think that is one of 

the main places in which we can attack all of these amoebae and things 
that come through in the area. cam 

One specific thing, when I went to the SEATO meeting, while it 
was not large in dollars, it was received with great welcome and I 





am t200 feet oe 





we 


 Terll O 


MUTUAL SECURITY ACT OF 1959 485 


think can be very effective. We proposed a new and coordinated pro- 
gram which probably will be set up in East Pakistan at Dacca, 
to get together the world’s best medical brains, and study over 
the next couple of years ways and means, of really Se an ef- 
fective answer to the scourge of cholera, which is terrible in this 
region, and cholera inoculations that we now have are having limited 
effect; sometimes they work and sometimes they don’t, and we have 
been trying to develop something better. 

So we are putting a real effort on that, and I would be glad to 
have a more full briefing on that. 


LACK OF PUBLICITY GIVEN TO OUR HUMANITARIAN AID PROGRAMS 


Senator Humpurey. The reason I ask this question, Mr. Secretary, 
is that when I see a story like this in the New York Times, if I were a 
totally impartial observer between the Soviet and ourselves, I might 
say, “Well, now, isn’t this remarkable? Here is the Soviet Union, it 
is making an accord in medicine, science, and culture, moving sick 
people from the tribes and plains of Iraq back into the modern hos- 
pitals of the Soviet Union. The emphasis here is upon the humani- 
tarian needs.” 

Every time I read about our efforts—and I am not saying this is 
necessarily true—but what appears, for instance, is some B-57’s for 
Pakistan. I haven’t read one single news story about Pakistan say- 
ing we were helping the people. All I ever read about Pakistan is 
that we are going to send some more arms to them. 

I am sure we are helping the people, Mr. Secretary. 

Mr. Ditton. Yes. 

Senator Humrurey. I can’t help but feel that we must be, but we 
are apparently ashamed of it because we surely aren’t telling anybody 
about it. 

Senator Aiken. Will the Senator yield? 

When Russia does it, it is news; when the United States does it, 
they expect it of us and it isn’t news. 

Seastor Humpurey. Well, there may be something to that, but I 
also think it is part of the dramatics of things, that is, how we 
publicize these things. 

Senator Aiken. I will go along and say we don’t have the best 
publicity system. 

Senator Lone. Why do you say we are doing these things, when 
we don’t do them at all? Look at this Greek deal. We just took 
the $100 million and struck it off the books; the politicians spent the 
money and we took it off the books. 

Would you like to have that on the front page of the New York 
Times? 

Senator Humenrey. What I was trying to emphasize is that some 
of us are very concerned about the tone of our foreign aid program, 
the emphasis, the frame of reference, in which it is set. 

I have felt that it wasn’t so much that we needed a change of pro- 
gram, but that what was needed was a change of heart and a change 
in the way we used the program. There are a few of us around the 
committee, Mr. Secretary, who feel that this country has been dealing 
with some rather unsavory characters on occasion, and I realize that 
the world of real politics compels you to do so. But the emphasis 
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upon humanitarian needs and upon people’s needs, it seems to me, is 
a part of the tradition of this country, and I think we ought to do 
something more about it. 


COMBINED ECONOMIC BOARD IN KOREA 


For example, let’s take Korea. I understand that in that country 
there is a combined economic committee for the development of the 
Korean economy. You are familiar with that. It is sallot the Com- 
bined Economic Board. What is it? 

Mr. Ditton. In Korea? 

Senator Humpnrey. Yes. 

Mr. Ditton. Well, we are doing everything we can to help the 
development of the Korean economy. 

Senator Humpurey. What is done by this Combined Economic 
Board ? 

Mr. Ditton. Well, we meet with the Koreans, and we try to work 
out mutually acceptable plans. I have not myself been to Korea, 
so I am not fully familiar with the operations of that particular 
Board. 

Senator Humpurey. Well, I haven’t been able to find out just what 
this Board does, and that is why I am asking the question. 

I believe that Syngman Rhee refuses any imports at all from 
Japan. There is still a hostility, and it is understandable, about the 
Japanese. 

Mr. Ditton. That is not the case. He opposes them, but there are 
substantial imports still coming in from Japan to Korea. 

Senator Humeurey. There are substantial imports coming in; is 
that it ? 

Mr. Ditton. Yes. They tell me that the Korean Economic Board, 
the Combined Economic Board, is the joint United States- Korean 
Board which administers our aid programs, our economic aid pro- 
grams in Korea, jointly planned. 


JOINT BOARDS IN OTHER COUNTRIES 


Senator Humrurey. Do you have such a board in Formosa? 
Mr. Ditton. We have 
Senator Humpnrey. In Vietnam? 

Mr. Ditton. We have agreements like that. They are called dif- 
ferent things in different countries, but we do it in a similar way in 
almost all of the countries. 

Senator Humpurey. In Turkey ? 

Mr. Ditxion. In Turkey we don’t have any board, but we do work 
with the Turkish Development Board, which they have as their own 
development board and we do work with that board. 

Senator Humpnurey. The reason I am asking these questions is that 
I just have not been able to find out what goes on in these boards. 
Something has been established, but no one has been quite able to 
track down what goes on. 

Mr. Ditton. We will give you a full report on the Korean—— 

(See page 510 for information furnished on this item. ) 
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UNREALISTIC EXCHANGE RATE IN KOREA 


Senator Humrurey. What is the situation concerning the rate of 
exchange in Korea? I understand that 2 years ago the Korean Gov- 
ernment strenuously opposed changing the exchange rate between 
the hwan and the dollar to a realistic rate. 

How does the rate now compare with the free market rate? 

Mr. Ditxo0n. I don’t know what the situation is today. I know it is 
relatively greatly improved from what it was in the past. I think we 
had better get you a paper on that. 

I am informed there is not any free market rate because being a 
controlled economy, it is difficult to know what the actual value of the 
hwan is. 

(See page 510 for information furnished on this item.) 


NEED FOR HUMANITARIAN PROJECTS AID 


Senator Humenrey. Let me tell you what I am interested in. I 
have come to the conclusion that all we are dealing with here are 
generalities, and I want to get down to some specifics. I want to know 
what the Korean Government is doing to their currency that adversely 
affects the U.S. interest. I want to know what this Combined Eco- 
nomic Board is all about, and I want to know if it started in Korea 
and if similar boards are operating elsewhere. I want to know why 
we are not putting more emphasis upon agricultural, health, and 
education projects, if not emphasis in dollars, at least emphasis in 
terms of the publicity relating to them. I would like to know, for 
example, about cholera, and why is something not being done in 
Calcutta about that. Is this because of the Indian Government? This 
is a contagious center for cholera. 

Mr. Ditton. The Indians were invited and agreed to join in this 
SEATO project which I just mentioned. There will be Indian scien- 
tists that will be working on this thing so of course it will be effected 
throughout the area. 

Senator Humpnrey. Why can’t we use more of the Indian rupees in 
that area for some kind of a great sanitation project? For example, 
why can’t we have a central project that we and the Indians can point 
to and say, “Well, look, the people of the United States, in cooperation 
with the Government of India, are going to do something about the 
sanitation problem in Calcutta.” 

Now, maybe there is a reason why we can’t do it, but I would like to 
know why. 

Mr. Ditton. Well, I can answer you that by telling you something 
we are doing in Karachi, which is just that, that has a very similar 
problem. 

We are using a small amount of dollar funds from the Development 
Loan Fund; I think it is about $5 million, plus about $30 million of 
our local currency there to bring in a new water supply to Karachi 
which will, I think by the end of the year, be something just like what 
you have in mind that you can point to; that this new water supply 
will make a tremendous difference because there has been an extremely 
inadequate water supply and caused diseases. 
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We have been trying to do things like that. Why it hasn’t been done 
specifically in Calcutta, I don’t know. I did find in Pakistan and 
India, both, in our technical assistance Pe about a sixth of the 
funds we are spending there go for general health purposes, the tech- 
nical assistance funds. 

In addition we have, of course, a thing which we got a good deal 
of publicity about when it started, but it has been underway 3 years 
now, or 2 years, with the third coming up, and people tend to forget, 
and that is this tremendous program to eradicate malaria. 

Senator Humpnrey. Yes, sir. 

Mr. Druin. And in India we have spent $10 million to $12 million. 

Senator Humpurey. Yes, sir, a very fine and good program. 

Mr. Dutton. I would be the first to admit that our publicity, par- 
ticularly back home, is inadequate on some of these things. I think 
some of them may be somewhat better known in the other countries 
than they are here. 

Senator Humrurey. I want to say most respectfully as a friend of 
this program, if you really want support back in the United States, 
you had better get back on the humanitarian side, because the public 
is getting fed up with sending arms to people. 

When I was in the Middle 1 “ast, I found out what the people there 
wanted was some economic sid. and they wanted some schools and 
food and other kinds of help. 

I am sure we are doing these things, and I tell you that the best 
support that we have for this program in the United States is among 
our church people; our young people who are idealists; our farm 
people, who have problems of their own; and among the average citi- 
zen—not among the military—and I can’t help but feel that some- 
how or other we have to get the imprint of American compassion and 
American generosity of this program, rather than American military 
might, particularly in the Middle East, Asia, and Africa. 

Tak all for the buildup of N ATO for countries that can handle 
modern arms. But I think on occasions tanks have been sent to these 
countries and they won't run, and planes have been sent and the re- 
cipients wreck them. 

I don’t think there is any evidence that anybody can really bring 
in, from my point of view, that shows that these military assistance 
programs really add to our security, with the exception, I 
grant you, of Korea and Vietnam, where we have armistice lines, and 
Taiwan where we have commitments on which we can’t renege. I am 
a realist about that. 

But I would like somehow or another to see the tone of this pro- 

ram get so that it is palatable to the kind of people that I am privi- 
jeged to represent in the Senate. My people pay a lot of taxes and I 
can tell you that you can take any survey in my State—I won’t talk 
for anybody else’s State because I have no right to encroach on some- 
body else’s prerogatives, here—but in my State 80 percent of the 
people, according to the polls, are opposed to military assistance, but 
90-some percent are for economic assistance. That is according to 
our own Minnesota polls, and I am for getting in this area that view 
on the emphasis that we need in the program. 

The Cuarrman. I don’t want to interfere with the Senator’s line 
of questioning, but I should like to remind him that it was suggested 
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that we examine Mr. Dillon on the classification principles this morn- 
ing. Of course, we can let that go over, but time is running out. Do 
you wish to ask him about that ? 


COMBINED BOARDS 


Senator Humrnurey. I haven’t been able to get any information 
about a lot of these things I have been asking about. Maybe it is 
that I am not just smart enough to know where to go. Iam not angry 
with anybody, but just frustrated. I believe I am a reasonably in- 
telligent man, and [ just have plain trouble in getting information. 

Mr. Ditton. Would you give me a specific question ? 

Senator Humpnurey. I tried to find out about these combined Boards. 
I was not able to find out about them. There, it appears, is a title with- 
out substance. 

Mr. Ditton. We will get you the answers. 

(The information referred to appears on p. 510 of the hearings.) 


OUTSTANDING ISSUE BETWEEN UNITED STATES AND U.S.S.R. 


Senator Humpnrey. I have been told that the Soviet Union wants 
to make a settlement with the Government of the United States on 
certain shipping costs related to the period immediately following 
World War II; that there was apparently some adjustment made be- 
tween the Soviets and ourselves over dockage fees and ships that we 
had loaned to the Soviets upon which a rental was charged. This 
is not lend-lease, but a different item, and I understand that the Soviets 
had charged us dockage fees, fueling fees, et cetera. It is my under- 
standing that there is approximately $800,000 involved. 

Are you familiar with this matter? 

Mr. Ditton. No. I did hear from someone that there was this 
problem. 

Senator Humpurey. From Congressman Blatnik of Minnesota, 
Eighth District ? 

Mr. Ditton. That is correct, and I asked him to send me a letter on 
that. 

Senator Humpurey. I have sent some information over to the De- 
partment on this, Mr. Secretary. 

Now, what I am trying to find out, and I have never been able to 
get an answer to this question, is whether or not the Government of 
the United States is prepared to make any kind of a settlement ? 

Mr. Ditton. We will be glad to give you an answer to that. 

Senator Humpnrey. Do you know Mr. Jim Rand of the Rand De- 
velopment Corp. ? 

Dr. Ditton. I know who he is. 

Senator Humpnrey. He is one of our advisers on the fair in Moscow. 
I have known him for a considerable period of time. He has told 
me of this problem, and has asked me why it is that our Government 
is unwilling to talk with the appropriate representatives of the Soviet 
Union to make a settlement. 

Here is a responsible, respected citizen who has the trust and confi- 
dence of Mr. Allen Dulles, of the CLA, and Mr. McClellan, of the fair. 
He comes to me with written documentation—which he also furnished 
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to Congressman Blatnik—saying that in his negotiations relating to 
the fair in Moscow, among many other problems, there is one 
which relates to shipping charges, and that the Soviet representatives 
is here with the money in the suitcase, so to speak, but can’t find any- 
body in the Government who wants to accept it. 

Now, this may be false. I just simply say that it is this kind of 
talk which runs loose in the community, and something ought to be 
done one way or another, and since you have had a request from the 
Congressman concerning it, you will undoubtedly respond to it. 

However, I brought this up some time ago and as yet have had no 
response. 

Mr. Ditton. Well, the Congressman, I asked him because he was 
not quite as specific as you were about the problem, if he could pos- 
sibly get, either himself or ask Mr. Rand to give us the information 
so we can identify this thing accurately, and then we will get an 
answer. 

Senator Humeurey. Very good. I shall have Mr. Rand call upon 
you. : ; 

(Senator Humphrey subsequently received the following letter on 
the matter referred to above:) 

DEPARTMENT OF STATE, 
Washington, May 26, 1959. 
Hon. Husert H. HUMPHREY, 
U.S. Senate. 

Deak SENATOR HUMPHREY: In answer to the question you raised at the hear- 
ings May 13 about the settlement of certain maritime claims arising out of 
wartime shipping activity between the United States and the Soviet Union, I 
am happy to give you a summary of the facts. 

This question has been unsettled for a number of years, and it was finally 
decided to sue Amtorg in the Federal district court in New York for as many 
of the American claims against the Union of Soviet Socialist Republics as pos- 
sible, that is, for the value of those claims on which it could be shown that 
Amtorg was acting as a principal, and not merely as an agent for the Soviet 
Government. Suit was therefore entered for approximately $1,200,000. 

In December of 1958, the attorneys for Amtorg offered to settle all outstand- 
ing maritime claims arising out of wartime shipping activity, except for lend- 
lease claims, on the basis of the payment by the Soviet Union of $800,000 and 
the dropping of a Soviet claim against the United States of $568,368. 

The information available to the Department of State indicates that in addi- 
tion to the amount at suit, the Soviet Union proposes that a group of miscel- 
laneous claims totaling some $749,368 and a claim for about $6.9 million be 
waived by the United States. 

The claim for $6.9 million arises out of the fact that certain commodities, 
bought by the Defense Supplies Corporation from the Soviet Government at a 
price which included freight charges, were actually carried in American ships 
returning from delivering lend-lease cargoes to north Russian ports. These 
ships were paid for on a round-trip basis, but it was later ruled that the trans- 
portation of the Soviet freight was not eligible for payment out of lend-lease 
funds, and accordingly the Soviet Government was billed for the cost of this 
service. The Soviet Government refused to accept the charge. 

The Department of State, which is not in a position to evaluate these claims, 
recommended in a letter of January 21, 1959, to Assistant Attorney General 
George Cochran Doub that the Department of Justice attorney in New York 
be instructed to modify the statement presented to him and embodying the 
Soviet offer in such a way as to exclude from the terms of the proposed settle- 
ment the American claim for $6.9 million (in addition to any lend-lease claims) 
and, if the Department of Justice and the Maritime Administration regard the 
settlement as acceptable, to effect the compromise. The Maritime Administra- 
tion, with certain reservations about the exact figures used in the Department’s 
letter, concurred in the desirability of a settlement excluding the $6.9 million, 
and so informed the Department of Justice. 
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As you will see from the above, the matter is not in the hands of the De- 
partment of State. Not only has this Department made its recommendation to 
the Department of Justice, but it has several times urged the Department of 
Justice to make a response to the Soviet attorney, and has offered any assistance 
that Department may need in making it. 

The Department of State remains eager to reach a settlement of these claims, 
and is willing to do anything further it can in order to do so. If there is any 
further information you need, I shall be happy to provide it. 

Sincerely yours, 
WILLIAM B. MACOMBER, Jr., 
Assistant Secretary. 


UTILIZING MILITARY FORCES IN KOREA AND FORMOSA FOR NONMILITARY 
EFFORTS 


Senator Humpurey. When we get to other witnesses, I have a 
number of questions to ask about Korea, Taiwan, and Vietnam. 
Why can’t we let some of the military forces over there do some con- 
structive work like the Communists do—why they can’t be building 
roads and dams and harbors? 

Mr. Ditton. Mr. Shuff can answer that. 

Mr. Suurr. Senator Humphrey, I would like to state for the rec- 
ord right now that seven of these countries in southeast Asia do 
exactly that with the troops that we are equipping with military as- 
sistance. I will go into more detail later on. 

Senator Humpurey. Are Korean troops doing it? 

Mr. Suurr. The Korean troops do some of it. But more especially 
the Laotian, Vietnamese, and the See troops do it. I have, as 
part of my testimony for the record, the Lansdale report, which I think 
you would be very interested in reading, because it deals precisely 
with this subject. 

Senator Humpurey. My report shows that the Korean troops do 
not; neither dothe Formosan. Is that right? 

Mr. Suurr. I think that they both have done it, but not to the 
same extent. The situation is a little different in both Korea and 
Formosa. They have at least a semiactive fight on their hands, with 
Korea not so active as in the situation in Formosa. This report has 
pictures in it as well as editorial material, so that you can see the 
product of some of their labors. 

Senator Humeurey. Let me just read to you what the Library of 
Congress prepared for me on this: 

Since the armistice in Korea the Communist Chinese have withdrawn some of 
their forces. We have withdrawn some of ours. Other members of the United 
Nations Command have also withdrawn their forces. We have also made with- 
drawals from Japan. This indicates that a reduction has taken place. [De- 
leted.] We can see the need for a force of trained military personnel, but 
once trained, is there a need to keep them all mobilized and economically unpro- 

uctive? 

‘ The Chinese Communists are using their military forces for building new 
roads, railroads, dams, irrigation systems, operating blast furnaces, and other 
productive efforts. In contrast in Korea and Formosa a very large proportion 
of the productive manpower is tied up in military manpower, causing the United 
States to maintain a large portion of the economy at a current level and also a 
retarded rate of development. 

Since both Korea and Formosa are dependent on outside military assistance 
in event of attack and since the size of their real defense establishment is a 


relative matter, on what basis can we justify the establishment of such a large 
military establishment? 
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I have found, for example, that in South Korea the Korean military | 
forces constitute rdeleted | percent of the population, and in Formosa, |. 
the military forces constitute [deleted] percent of the population. : 

The point on which I would like clarification is this: Since the Chi- : 
nese Communists outnumber the Nationalist forces 10 or 20 or 30 tol, | 
depending on how one wants to calculate the military personnel, and | 
since there is indeed little likelihood of conflict of a magnitude which 
would not bring the United States and the Soviet Union in action thus 
broadening the area of hostility and altering the nature of the con- 
flict, is there not good reason to believe that the level of the Formosan 
military establishment could be reduced so that the costs to thiscoun- [| | 
try could thereby be reduced somewhat? | a 

I don’t know. What I am trying to find out is whether or not the | 
percentage of manpower tied up in nonproductive work can be de- 
fended. 

Mr. Ditton. We can answer the Taiwan question. | 

Mr. Suurr. I would be very glad to tackle both the Taiwan and 
Korea question. I think it is quite obvious that we have in Korea, 
for example, only an armistice. If the Korean forces weren’t stand- 
ing on the line ready, it would require additional U.S. forces to stand 
on the line and be ready at a considerably higher cost than the amount 
of aid we are furnishing Korea. 

If we had nobody standing on the line in a situation of an armistice, 
it would be an open invitation for the North Koreans to come march- 
ing down into South Korea. Therefore, there is a very definite mili- | 
tary requirement to have somebody standing on the line, properly | 
trained and ready to fight if they have to in an armistice situation. | 
We have no peace. 

The situation in Taiwan 

Senator Humpnrey. Let’s take this first. My question was directed 
not toward disputing what you say, but I wonder whether someone 
should make a reevaluation of this situation. 

My point is that this is an argument that we have heard now for 
nigh on to 6 or 7 years. You may be very right. I only think that it 
is time that we take a good look at the use of the manpower. 

After all, how much of this money for the whole Far East is going 
to three countries—Formosa, Vietnam, and Korea? It is about 60 
percent of the total money, isn’t it? 

Mr. Ditxon. I think that is correct. 

Senator Humpurey. All I am asking is whether the manpower is 
being used for the most productive purposes? 

{ Deleted. ] 

The reason I ask this is that our own Government says we can get 
along with fewer men in our own Army. This is according to the 
Bureau of the Budget, and no matter what Senator gets up to propose 
an amendment to hold the Marine Corps or the Army at a particular 
status or figure, the executive branch of the Government says, “We 
will handle this,” and no matter how much money we appropriate, no 
matter what we do, the forces are cut. 

My point is if you can cut the U.S. Marine Corps and the U.S. | 
Army, and cut it on the basis that they have more firepower because 
of new weapons, then I think it is a fair question to ask whether you 
are reexamining the use of the military manpower in Vietnam, in 
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Korea, and in Formosa, the areas into which most of our foreign aid 
money for the Far East goes; that is, a reexamination in terms of the 
new weapons that are available and the new firepower? 

Mr. Suurr. We are constantly reexamining these programs, 
Senator. 

[ Deleted. | 

There is contemplated over the next 3-year period an attrition rate 
in their army because of age that will reduce it. [ Deleted. ] 

As far as reducing the forces of these countries in the same kind of a 
relationship that we talk about reducing the forces in the U.S. Army, 
it really isn’t quite comparable. [ Deleted. | 

Senator Humpurey. Well, my question was mainly directed toward 
the use of manpower. I am certainly not in the position of not being 
for adequate defense, but I am not for having people sitting around 
getting calluses in a country where we pay the bill. 

Mr. Suvurr. I agree, sir. 

Mr. Ditton. They are coming down in both of those two countries. 

Senator Humpnrey. That is good news. I am just trying to get 
it on this record. 

Senator Gore. I didn’t get that remark, sir. 

Mr. Ditton. I said the forces are coming down in both those two 
countries, that is what the record shows, both Taiwan and Korea. 

Senator Humpnrey. I think, when we defend the authorizations 
and appropriations, it helps us to know the answers to these questions, 

T have no further questions. 

The Cuairman. Senator Sparkman. 


KASHMIR QUESTION 


Senator Sparkman. Mr. Chairman, I want to go back to the sub- 
ject of Pakistan. 

[ Deleted. | 

By the way, do you think the prospects of India’s accepting the 
water plan are very good? 

Mr. Ditton. The water plan? 

Senator SparKMAN. Yes. Have we had any commitment or any 
indication ? 

Mr. Ditton. No, the negotiations are just about to begin. India 
is getting ready to talk to Mr. Black, and we do have indications that 
I would think the primary problem is the financial one as to what 
the Indians think is the least that they will have to put up to achieve 
success. 

Senator SparkMAN. [| Deleted. ] 

The only suggestion I want to offer is that we make every effort 
toward the settlement of the Kashmir question, because, regardless of 
what is said of the requirements for our aid to Pakistan, I am con- 
vinced that we are in a way indirectly subsidizing both India and 
Pakistan to enable them to maintain the forces that they are main- 
taining, really, against each other. By the way, I was told that by 
officials in both countries who suggested to me that we were more or 
less underwriting their economies to permit them to maintain these 
heavy forces against each other. 

I think it is highly important that we do everything we can to get 
the settlement of the Kashmir question, 








494 MUTUAL SECURITY ACT OF 1959 


Mr. Dron. I would agree. 

Senator Lone. Mr. Chairman, might I ask a question ? 

The Cuarrman. Might I say again that I hope somebody will inter- 
rogate the Secretary on the question of classification which he came 
prepared to discuss this morning. 

Senator Lone. Mr. Chairman, I am not going to interrogate the 
Secretary this morning, because I want to respect the Chair’s impo- 
sition of this rule of relevancy and also this time question, that ques- 
tions can only be asked if they are relevant and at certain times, and 
I would try to respect it and cooperate with it. 

I notice that we Confederates have always fought very diligently to 
see that no such rule was imposed on the Senate floor, but I would 
respect it if the committee decided to have such a procedure. 

Subsequently, I hope this committee, or the consultative committee 
of which I am chairman, will sit down and discuss these matters I 
would like to talk about. 

Thank you, Mr. Chairman. 


[Procedural discussion. | 


GROWING SECRECY IN AID PROGRAM 


Senator Gore. Mr. Secretary, I will not ask you a lot of detailed 
questions. I will merely state the situation to give you a chance to 
state the reasons, in your opinion, for what happens to me to be an 
unnecessary and undue amount of secrecy. 

It is my view that this growing secrecy is like a cancer in our body 
politic. Those of us who try to be leaders here in Washington, 
whether in the executive or the legislative branches, cannot lead very 
far or for very long where the people will not follow. 

I am disturbed to see statements, speeches by our own citizens and 
leaders, and by our pseudo critics abroad, that one of the great faults 
of our foreign aid program is that Congressmen and Senators have 
to justify it at home on the basis of self-interest. I think it must be 
justified on that basis. 

We are not, humanity is not, entirely and wholly unselfish. We 
must serve their purpose as well as ours. I think nes this program 
is based in public understanding and support, it cannot last long, and 
public support cannot be rightly based on anything other than under- 
standing. Democracy does not thrive in secrecy. 

I have been unable to understand how the security of the free world 
would be endangered by letting the American taxpayers know how 
much military assistance we were giving to Haiti, Cuba, to Peru, et 
cetera. I don’t want to be contentious about it, and I certainly don’t 
want to appear to be berating you about it, but I am disturbed about 
it and I have been unable to justify it in my own mind. 

That is my statement. I will not ask you any questions. You may 
respond. 

NEED TO HAVE MAXIMUM DISCLOSURE POSSIBLE 


Mr. Ditton. Senator, I, for one, have been very conscious of the 
need to have the maximum disclosure possible. I believe sincerely in 
this program, and believe that it is vital in our national interest. 

I don’t believe that you can support a program of this nature unless 
it is understood in this country, so a major problem is to get a better 
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understanding of the program in the country, and I don’t think it is 
nerally well understood. 

So, therefore, my effort has been since I have been here to get the 
maximum of publicity, and I think that any objective examination of 
the books that are before you this year, the presentation books, and 
the same books for last year, would show that rather than there being 
more secrecy, there is definitely less. We have made an effort to de- 
classify every where we could. 


ITEMS WHICH SHOULD BE CLASSIFIED—TYPES OF EQUIPMENT 


This question of classification of military assistance programs is 
one that has been up for discussion numerous times. I think there is 
general agreement, we feel strongly on this point, that two items or 
two types of things should not be declassified : 

One is the exact types of equipment, materials that are going to, 
and numbers of them that are going to individual countries, because 
we do think that has a security implication. 

Senator Gore. Let us stop there. 

Mr. Ditton. That is not dollars, but types of equipment. 

Senator Gore. All right. What security is involved by public 
knowledge of whether Garand rifles, Piper Cubs and jet planes or 
tanks are going to the Dominican Republic? 

Mr. Dixon. I think it is very difficult, I think you have a point, 
when you take an individual country such as the Dominican Re- 
public, that is far away from the Soviet Union. The question is if 
you start declassifying items and material, it is very difficult to 
draw the line. 

If the Dominican Republic, for instance, is given some antisub- 
marine equipment with rather advanced methods of detection on it, 
where do you draw the line? Do you tell them that this equipment 
is on the plane, or it is not on the plane? It would affect the price 
very much, and that type of thing could have a real security implica- 
tion, and antisubmarine uses of these Dominican planes which would 
be used for antisubmarine warfare. 

Senator Gore. What you are saying, it seems to me, Mr. Secretary, 
is that it is so difficult to decide what can be released and what cannot 
be released that you just decide not to release any of it, and I am 
not sure that that can be justified. 

I can see a vast difference in the security involvement in military as- 
sistance to West Germany, and military assistance to Peru. 

Mr. Ditton. Socan I. 

Senator Gore. And yet the military assistance to Peru is just as 
secret as the military assistance to West Germany. 

[Deleted.] We are building up an armaments race in South 
America between the countries of South America, and the American 
people seem not to know it. 

ut to get back to the classification, is it not fair to assume that 
really what you are saying is that difficulties are so great in dis- 
tinguishing that you reached the conclusion of classifying all of 
them ? 

Mr. Ditton. That is from the point of view of the security aspects 
of listing equipment. 
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DIFFICULTIES IN MAKING ILLUSTRATIVE PROGRAMS PUBLIC 


Now, there are a lot of other things involved that I would 
like to come to. 

As regards forward programs, we discussed that at some length 
yesterday, and we feel that in that field, military as well as in other 
programs, that it would cause us untold difficulties with all these 
countries around the world, if the illustrative programs as we submit 
them here in the books, were known to these countries ahead of time, 
and then as a result of overall congressional cuts or changes in cir- 
cumstances because of some trouble in the Middle East, that we hadn’t 
expected, like what happened last year in ‘Taiwan where there was 
trouble there and we had to give them a greater priority and pulled 
things away that may have gone to other places. 

The end result turns out to be something quite different than what 
the country had originally expected and not on an even basis, and 
countries could feel they were being discriminated against as com- 
pared to a neighbor or another country in the silineat area, and we 
feel that would cause us very real difficulties. 

That is not a particular argument for the military program. That 
runs across all our programs for the future. 

Senator Gore. That is the political embarrassment argument. 

Mr. Ditton. Political embarrassment. 


REASONS FOR NOT DECLASSIFYING TOTAL DOLLAR VALUES OF 
PAST DELIVERIES 


There is a third argument which, after the session yesterday when 
there was some conversation about this, I went back to my office and 
had a meeting there with all of the Assistant Secretaries who, with 
the exception of Mr. Robertson, are all career officers, handling their 
various regions, as to what the problem would be involved if we made 
a decision or should make a decision to declassify the total dollar 
values of past deliveries, and do that on an annual basis so we would 
know how much had been given, at least in dollar value. 

I found a very strong feeling which is very similar to this political 
feeling that you mention, that because of particular areas of concern 
in each area, that this would, such publication, military equipment 
being a particularly sensitive type of aid, that this would cause tre- 
mendous jealousy, would put tremendous pressures on the United 
States to give increased aid which we don’t feel is necessary to those 
countries that felt that they had been discriminated against as com- 
pared to their neighbors, and for that reason these Assistant Secre- 
taries were unanimously and very strongly opposed to that procedure. 

I think they did make a very compelling argument. I would like 
to suggest that as they come here and appear before you, that you 
ask them to describe in some detail the particular areas, because they 
pointed out individual countries, and they are particularly worried 
about Latin America, although I think that in Latin America that 
feeling may be even a little stronger than it is among the other areas, 
and I would like to have the man in charge of that speak to you 
on the specific details. 

But I think that that is primarily, the main argument, it is not a 
security argument as far as the total figures go to Latin America or 
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anywhere else. It is just a political difficulty, political jealousy ar- 
gument, and that has got to be offset against your problem here of 
home. 

It is two totally different problems hard to reconcile. 

Senator Gore. Thank you, Mr. Chairman. 

The CuarrmMan. Senator Church. 

Senator Cuurcn. Mr. Chairman, I would like to address myself 
to this last justification, because I have the strongest possible convic- 
tions against it. 

I think it does much mischief with the whole philosophy of free 
society to say that for the purposes of administrative convenience, 
where the real security interests of the country do not require it, we 
should classify information upon the argument that other countries 
might be jealous if they knew. 

First of all, I don’t believe in the argument. I spent a lot of time 
in the military intelligence during the war, and I have been abroad 
to some degree, and I just don’t think it is true that these South 
American countries actually don’t have a pretty good idea of what 
kind of military assistance we are giving to their “neighbors. I just 
think that it is naive to believe that these countries are so blind to 
the facts of life and so inept in the ordinary processes of intelli- 
gence that they don’t know. 

I think the only effect of the classification in these matters where 
the real security interest doesn’t require it is to blind the American 
people. 

PURPOSES IN CONDUCTING GOVERNMENT OPENLY 


Now, there are two purposes, it seems to me, for conducting our 
Government in the open wherever we can: 

One is the purpose referred to by the Senator from Tennessee, that 
of promoting public understanding, and there is rising public resist- 
ance to this program. I know in my State this is so. We have to 
face up to it. 

The second reason is to bring the light of publicity to bear to force 
changes in the program, because there is much bureaucrac *y tied up in 
this program, and the whole effect of the inertia of bureaucracy is to 
keep enlarging established programs and not to recognize defects in 
those programs. 

Now yesterday, Mr. Secretary, when we discussed this matter, I 
asked why it was, when it is the official policy of the United States 
to reduce armaments among the countries of South America, that 
our military assistance program has tripled in South America in 3 
years, and you mentioned that one of the reasons for this was a deal 
that had been made with Brazil involving a commitment on our part 
to furnish Brazil with large quantities of military assistance in ex- 
change for a tracking station. 

I don’t want to query you at too great length because I know the 
Latin American representatives will be up here, but I have been told 
that the U.S. Government will spend, has s vent, or will soon spend, 
[deleted] million for this tracking station which makes it, as some have 
observed, the most expensive re: il estate ever procured. 

Now, as long as there is this cozy screen of security, there is much 
less hesitation to enter into a bad deal. Who is to know about it; who 
is to make it operate ; who is to force a change? 
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I am just talking about fundamentals of how free government 
works. 

You say that these areas have to be treated all one way. I don’t 
see that this is so at all. It seems to me that where the security in- 
terest of the country do not require it, then the policy should be 
against classification and that administrative convenience or embar- 
rassment ought not to be a sufficient cause. 

We ought to be able to resist the pressure brought to bear upon 
us in a program of this kind, and I think that this military program 


in Latin America is against the American interests, and if we bring 


it out to light, it may become evident that it is against the American 
interests. 
MARSHALL PLAN 


Senator Gore. Would you yield for a question ? 

Senator Cuurcu. Yes, I would be glad to yield. 

Senator Gore. I would like, if I may, just to supplement what the 
able Senator has said. 

The Marshall plan was public in all details. It was the most widely 
supported foreign aid program that we have ever had. Perhaps 
that was because it was new or perhaps that was due to the emergency 
situation, but I think that was also true because the people knew 
what we were doing. 

Senator Cuurcu. Thank you, I concur in that very heartily. 


CONGRESSIONAL ROLE REGARDING CLASSIFICATION OF INFORMATION 


Mr. Secretary, do you consider that it would be appropriate for 
the Congress under the Constitution to specify certain categories 
of information, the release of which to the public shall be deemed to 
be consistent with the security of the United States ? 

Mr. Ditton. I would think that—I am no constitutional lawyer, 
but I would certainly think that the sense of the Congress in that 
regard would be perfectly appropriate. I don’t imagine that they 
could legislate about that. I just don’t know. But that would be 
my opinion. 

They could probably legislate it if it was approved by the President. 


PROVISIONS OF LAW PERTAINING TO CLASSIFICATION 


Senator Cuurcu. To implement the answer to that question, I 
wonder if you would submit to the committee a record of those pro- 
visions of law on which the executive branch relies for its authority 
to classify information and withhold it from the public. Avnd, in that 
particular, will you specify whether there are any laws in the area 
which give the mutual security program information a different 
status from that of other information originating in the executive 
branch ? 

Mr. Ditton. Certainly. 

(The information referred to is as follows:) 


Provisions of law, including Executive orders and directives issued pursuant 
to the President’s constitutional authority, upon which the Department of State, 
as a part of the executive branch, relies to classify information and withhold 
it from the public, are cited in a document entitled “Replies From Federal Agen- 
cies to Questionnaire Submitted by the Special Committee on Government 
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Information of the Committee on Government Information” (Nov. 1, 1955, 84th 
Cong., 1st sess). 

So far as release of information to the public is concerned, there are no laws 
which give mutual security program information a different status from that 
of other information originating in the executive branch. Mutual security pro- 
gram information is classified pursuant to the authority of, and subject to the 
limitations imposed by, Executive Order No. 10501. This Executive order recites 
that it is issued by the President by virtue of the authority vested in him by 
the Constitution and statutes of the United States. 

A statement by Attorney General Rogers, delivered before the Subcommittee 
on Constitutional Rights of the Senate Judiciary Committee on March 6, 1958, 
eontains a definitive summary of the historical and legal basis for the withhold- 
ing of information by the executive branch from the public. (Hearings before the 
Subcommittee on Constitutional Rights of the Senate Committee on the Judi- 
ciary, 85th Cong., 2d sess., pt. 1, pp. 1-48 (1958).) 


THE CONCEPT OF NATIONAL SECURITY 


Mr. Ditton. Could I say one thing in answer to your earlier 
comment ? 

I think that when I said that there was no security interest involved 
here in these figures, what I meant to say, and I think I did say, was 
no military security reason was involved, and I think that the concept 
of the national security runs beyond that. It certainly runs to the 
maintenance of good and friendly relations with our allies around 
the world, and In may have given a mistaken impression when I said 
that the unanimous views of these Assistant Secretaries who are 
charged with these duties around the world was that this would be 
bad. They think it would have such effects of causing difficulties for 
the United States as to be harmful to the security of the United States. 

That is a question of their judgment. That judgment may not be 
accurate, but they are not saying that we ought to do this just for ad- 
ministrative reasons or for our own convenience because we would have 
a little more difficulty handling these people. We have great difficulty 
handling them all, anyway; they always ask for more. But they do 
feel sincerely that this would be dangerous for the national security. 
Maybe they would be wrong. 


WHY INFORMATION ON ECONOMIC AND TECHNICAL ASSISTANCE IS NOT 
CLASSIFIED 


Senator Cuurcu. It just seems to me, Mr. Secretary, that the argu- 
ment, if we are going to abide by it, applies equally to the other kinds 
of assistance we are rendering these countries, and it may be more 
important to them. 

If this is a good argument, why don’t we classify all the informa- 
tion with respect to technical and economic assistance for fear that 
pressures will develop that we are giving more to one country than 
another ? 


Mr. Ditton. The answer 

Senator Cuurcu. The commonsense aspect. 

Mr. Ditton. The answer, Senator, that was given to me when I 
posed the identical question last night was that this military assist- 
ance program is a particularly sensitive program in many of these 
countries. But, I tell you, I posed that exact same question. 

I think as a practical matter this is something we could once more 
address ourselves to very seriously, and I would be, or we would be 
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very interested in the considered views of this committee on that sub- 
ject, and this has been considered a number of times. The last time 
it was considered formally in the Department happened to be last 
fall when I was out of the country in India at the World Bank meet- 
ing, and a decision was then reached by the Secretary of State, Mr. 
Dulles, to continue the presentation this year on this basis. By 
the time I got back, the whole thing was well launched on that. There 
was not an op ortunity to look at it again. 

I don’t think we can make a decision to change that today or tomor- 
row. But I do think that, and I welcome your views on this and I 
would particularly welcome the considered views of the committee 
on this problem, because I think it is a very serious one on which cer- 
tainly the views of the Senate and of this committee would be given 
great weight by us in coming to a decision to change. 


PROPOSED AMENDMENT RELATING TO CLASSIFIED INFORMATION 


Senator Cuurcu. Mr. Secretary, just one more thing. I have taken 
more time than I should, Mr. Chairman, but I have an amendment 
here which has been prepared by the committee staff as a proposed 
amendment to the Mutual Security Act. I think that it is a modest 
amendment, but it looks toward the objective of eliminating unneces- 
sary security from the program. 

I would like to supply you w ith a copy of it and ask you to under- 
take to study it, and then to give the committee the benefit of the 
views of the State Department with respect to it. 

For purposes of the record I will read it. The amendment to 
S. 1451 reads: 


On page 9, after line 12, insert “(g)”, add the following new section: 

“Sec. 550. INFORMATION PoLicy.—Having due regard for the policy stated 
in section 508,’ the President shall, in the reports required by section 534, and 
in response to inquiries by the public and the Congress, make available as much 
information as possible, consistent with the security of the United States and 
the policies of this section, about the mutual security program and the purposes 
served by it. The security of the United States shall not be deemed to require 
the withholding of information about past assistance under the program in one 
friendly country on account of the sensitivity of another friendly country. 
Papers pertaining to the program shall automatically become unclassified, for 
security purposes, 1 year after their origin unless reclassified by an officer su- 
perior to the originator.” 


I would like to have the considered judgment of the Department 
to this proposed amendment. 

Mr. Ditton. I will be glad to get that. It will require some thought 
and we will give you our thought on all aspects. 

(The information referred to is as follows :) 


DEPARTMENT OF STATE, 
Washington, May 26, 1959. 
Hon. FRANK CHURCH, 
U.S. Senate. 


DEAR FRANK: During the course of my testimony before the Senate Foreign 
Relations Committee on May 13, 1959, you requested the views of the Depart- 
ment with respect to a draft amendment, the text of which is appended, which 
would add a new section 550 to the Mutual Security Act concerning the declassi- 
fication and disclosure of information about the mutual security program. As I 
said then, the Department fully concurs in the desirability of increasing the 


1 Prohibiting propaganda to obtain domestic support for the mutual security program. 
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flow of such information and the following comments are in the context of that 
point of view. 

We are in full agreement with the purpose of the first sentence of the amend- 
ment and share your view that it is only through the maximum possible de- 
classification and disclosure of information that the necessary public understand- 
ing and judgment of the mutual security program can be achieved. As you rec- 
ognize, however, the determination of what may be declassified and disclosed is 
necessarily circumscribed by certain related factors. In our view this deter- 
mination must take into account questions of national security and foreign 
policy which are the responsibility of the President. 

I appreciate that the second and third sections of the draft amendment are 
intended as means of broadening a fuller understanding of the program. How- 

{ ever, these two sentences would in the Department’s view unduly and unneces- 
sarily restrict the President’s ability to discharge his constitutional obligations 
for maintaining national security and for the conduct of foreign relations. 
While I recognize that reasonable men may differ as to the judgments which 
are the President’s responsibility to make, it is nevertheless his responsibility to 
make them and restrictions in the terms of the draft amendment which infringe 
on the exercise of his judgment would not be acceptable to the Department. 

However, as indicated in my testimony, we would certainly take fully into 
account the considered views of the Senate Foreign Relations Committee in 
making recommendations to the President with respect to the judgment to be 
made in deciding whether a greater amount of information could be declassi- 
fied. If, in the considered view of the committee, the disclosure of additional 
information would have advantages which would outweigh the very serious dis- 
advantages to our conduct of foreign relations which have been described to the 
committee, certainly that opinion would have great weight with the executive 
branch. We are making every effort to disclose as much information as is 
compatible with the national interest and will continue to do so. For example, 
the instructions sent to our field missions on May 16, 1958, contained this 

| directive : 

“VI. CLASSIFICATION 


“Section IV—A of the annex to the attached general instructions for the pro- 
gram process describes the procedures to be followed in specifying the classi- 
fication of materials submitted. These procedures are intended to identify and 
isolate those particular items on any page which render the page classified and 
thereby explicitly to narrow the range of materials that cannot be used pub- 
licly. I cannot overstress the importance which I attach to keeping the classi- 
fication of all information to a minimum. Our ability to present this program 
effectively to Congress and to the public depends upon our ability to tell the 
most complete story possible. Each USOM should, therefore, bend over back- 
wards in its effort to keep its submissions unclassified to the maximum extent 
possible without, of course, at the same time omitting substantively relevant 
material.” 

I might remind you that all information with respect to the program, whether 
classified or unclassified, is now made available to the Congress and any Mem- 
ber of Congress has ready access to such information, as has been the case for 
the life of this program. I recognize that this does not serve an identical pur- 
pose with public disclosure but certainly it does enable the representatives of 
the people of the United States to express to the executive branch their views 

and judgments with respect to the mutual security program not only by their 

action on authorizing and appropriating legislation, but also by their direct 
| representations to the executive agencies concerned. 

For all of the foregoing reasons we would propose that the draft amendment 
be revised to read as follows: 

“Sec. 547. DISCLOSURE OF INFORMATION.—Having due regard for the policy 
stated in section 508 of this Act, the President shall, in the reports required 
by section 534 of this Act and in response to inquiries by the public and the 
Congress, make public as much information as possible, consistent with the 


public interest, about the mutual security program and the purposes served 
by it.” 
We would welcome the amendment if so redrafted. I appreciate the oppor- 


tunity afforded me to provide you with these comments. 
Sincerely yours, 
| Dovetas DiLion, Acting Secretary. 
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The CuHarrMAn. Has the Senator concluded ? 
Senator Cuurcn. Yes. 


QUESTIONS ON MUTUAL SECURITY PROGRAM 


Senator Humpurey. Mr. Chairman, just a procedural question for 
future guidance. 

First of all, I regret that I thought this morning that the discussion 
on the matter of classification had been completed when I asked some 
of my questions, Mr. Dillon. I am pleased we have had a chance now 
to go into these questions. 

I am sorry that I disrupted what was the orderly procedure by 
getting into at the moment nongermane topics. Having said that, 
Mr. Chairman, I have some questions I want to ask about adminis. 
trative problems i in ICA and about the countries of Korea, Vietnam, 
and Taiwan. 

When is the best time to ask those questions? These are detailed 
questions. 

Mr. Drtton. I should think that would be better to ask of Mr. Rob- 
ertson, if they were detailed. 

Senator Humpnrey. We had Mr. Robertson once, but there was not 
enough time. 

There are two ways I could do this, Mr. Chairman. I have the 
questions all written out, and I am primarily interested not in an 
argument, but in getting information, for example, about the procure- 
ment procedures now followed by the Bank of Korea and the Korean 
Office of Supply, which indicates the type of controls maintained by 
ICA and the Economic Coordinator. 

This is the kind of question that I am interested in from the point 
of view of how we handle procurement, distribution, and program- 
ing. 

I also wish to ask questions in reference to the reports of the Comp- 
troller General, and how those are handled back at the agency level, 
as well as what we do with them here. 

Mr, Drtton. The Acting Director will be fully prepared to answer 
the questions. 

Senator Humenrey. I will take the liberty, if it is agreeable with 
the chairman of the committee, to present the questions to the Depart- 
ment and have them included as a part of the record, with the answers 
following each one of the questions, for the purpose of our studies. 

The Cuatrman. That is certainly agreeable. 

Mr. Craxton. Could I just say, Mr. Chairman, that the Acting 
Director of the ICA and members of his staff will be here next week, 
so we can. both submit these answers for the record and there will be 
an opportunity for oral discussion of them at the same time. 

(Discussion off the record.) 

(The unclassified answers to the questions raised by Senator 
Humphrey follow :) 


A. DEVELOPMENT LOAN FUND 


Senator Humphrey raised a number of questions concerning DLF financing 
requirements, inquiring specifically whether the $700 million funding request 
for the DLF in fiscal year 1960 was based on the absorptive capacity of the less- 
developed countries or on the capacity of the United States to grant loans. The 
question of the absorptive capacity of the less-developed countries and U.S. 
capacity was further explored in a series of additional questions. 
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The $700 million request for DLF funding in fiscal year 1960 was based partly 
on the effective absorptive capacity of the less-developed countries and the ef- 
fective capacity of the DLF to disburse loans for development. By stressing 
effective capacities we wish to distinguish these from theoretical capacities, 
which are likely to be much larger but have only limited usefulness as practical 
guides. Even the determination of effective capacities is a matter of judgment 
but it is based on practical experience. The considerations underlying this judg- 
ment are treated in the following under the headings of “Absorptive Capacity of 
Less-Developed Countries” and “U.S. Capacity.” 


ABSORPTIVE CAPACITY OF LESS-DEVELOPED COUNTRIES 


1. It is undoubtedly true of the less developed countries, as the Senator says, 
“* * * their capacity to absorb is astronomical.” But it is astronomical only 
in terms of an indeterminable span of time into the future. It is quite limited 
in any given year. Capital formation is limited by the skills of the native popula. 
tion in any given year, skills such as technical and managerial ability, it is 
limited by the cultural habits and forms of social organizations as they exist 
in that year, it is limited by the state of planning for the specific investment at 
the beginning of the year, it is limited by the supply of raw material or other 
needed material imports in that year, and so forth. 

2. The executive branch knows of no precise way—within reasonable toler- 
ance—of estimating the capacity of a country to absorb capital other than by 
an evaluation of individual investment activities or of a country program com- 
prised of specific activities. This is because a nation’s ability to use capital 
effectively is governed by a variety of tangible and intangible, economic and 
social, measurable and nonmeasurable factors. 

As one of the Senator’s questions suggests, countries are in varying stages of 
readiness to form capital. It is generally accepted by now, for example, that 
before many less-developed countries can begin to utilize massive doses of capital 
effectively and before they undertake to self-generating and self-perpetuating 
processes of development, a variety of social changes do and must come about. 
As Eugene Staley has written, ‘* * * we are least likely to go wrong when we 
think of economic development as a massive problem in human education and 
social readjustment and only secondarily a problem in equipment.” The social 
and cultural readiness to absorb capital is clearly one set of factors not subject 
to measurement nor to any precise judgment on a gross, overall basis. 

For these reasons, the executive branch prefers, in making funding decisions 
with regard to particular countries, to estimate the limits of capital absorption 
on much the same basis as that employed by the International Bank for Re- 
construction and Development. This is done through a detailed examination of 
specific development projects and programs. 

3. There are, of course, various rough, overall checks as to the limits of absorp- 
tion. For example, Millikan and Rostow estimate that a less-developed country 
over a span of perhaps 4 years can raise its gross investment by between 30 to 
50 percent annually. This capacity, according to the authors, would be achieved 
gradually over the 4 years. However, the usefulness of such an estimate for 
funding decisions is limited by the wide range of additive investment which they 
suggest. For a country which has been investing $1 billion annually, the esti- 
mate suggests that it can absorb between $75 million to $125 million additionally 
in any given year, a difference of $50 million. Which is right? When multiplied 
by some 60 less-developed countries, many of whom are investing more than $1 
billion annually, the problem of selecting an appropriate figure for funding pur- 
poses is substantially magnified. 

The same may be said of another useful check. It is known, for example, 
that many countries have been able to divert 15 percent or more of their gross 
national product to new investment. Even the least developed countries seldom 
go below 5 percent. But to use such an estimate for funding decisions would 
pose even greater difficulties than the first technique noted. 

Therefore such estimates are only useful as the crudest economic indicators. 
If a country contemplates accelerating its investment by 100 percent in a few 
years, there is reason to question its ability to do so and to look even more inten- 
sively at its plans. If its investment rate is around 5 percent of gross national 
product, there is reason to believe that latent possibilities are not being fully 
exploited and to explore the possibility of additional investments. 

4. It is true that the difficulties of measurement and the impression involved 
grow when one attempts to estimate the increases in investment that a country 
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can undertake. One can attach greater confidence to the ability of a country 
or the underdeveloped world as a whole, to absorb in a future period at least the 
amounts which it has digested in the past. 

These considerations are all reflected in the fiscal year 1960 funding proposals 
for the DLF. The DLF in 1960 will have completed its initial 3-year trial period, 
During this time, through its specific undertakings, it will have probed into the 
absorptive capacity of many countries. To date, its loans indicate that the less- 
developed areas can absorb at least $700 million of DLF loans. Therefore, dur- 
ing the last of its first 3-year period, the DLF would proceed at a rate which 
experience has proven to be feasible. 

5. To judge the capacity of a country to absorb capital from the United States 
in vacuo, without regard to indigenous investment and amounts available from 
other foreign sources raises substantial problems. For example, an accurate 
judgment might well be reached that country X can absorb $500 million in fiscal 
year 1960, but the effect of using funds from the United States in that amount 
might be to release Government resources that would otherwise have gone into 
investment because the country’s overall absorptive capacity is limited. The 
net effect of U.S. assistance in this case might be to raise foreign exchange re- 
serves. While this is not necessarily undesirable, it shows that an overall in- 
crease in investment would not have been brought about by U.S. assistance in 
this case. 

Moreover, the DLF is specifically precluded by law from financing any under- 
taking for which financing is available on reasonable terms from any free world 
source. Consequently, its funding requirements must be viewed in terms of the 
willingness and capability of other sources to provide the needed capital. 


U.S. CAPACITY 


1. The question as to how much the United States can afford to lend for the 
development of the less-developed countries is certainly intimately related to 
the question of how vital their development is to our own security and economic 
interest in the near and further future. 

2. Before discussing the question of U.S. capacity, we might note that eco- 
nomic development of these countries is in itself not a safeguard that political 
developments in these countries will automatically, fully, and always conform 
to U.S. interests. But economic development of these countries is a precondi- 
tion to a stable, prosperous, and peaceful free world community ; economic devel- 
opment is probably the most significant and lasting aspiration of the newly 
emerging nations with which the United States can associate itself and make 
it a firm basis of its long-range foreign policy. 

3. There can be little doubt that the U.S. economic capacity would permit an 
expansion of developmental aid. Mutual security program expenditures are 
now below 1 percent of our gross national product. Seen in the light of these 
proportional magnitudes, the marshaling of increased financial resources for 
economic development would not present unsurmountable obstacles. But sev- 
eral qualifying considerations need to be added. 

4. First, even our economic capacity is not unlimited. Increased development 
assistance competes with other claims on our resources, with the very costly 
defense expenditures, with more roads, more urban renewal, more education. 
In our society, the relative priorities have to be decided by the people themselves. 

5. Second, the money amounts may gloss over the possible bottlenecks in real 
resources. For most of the development program this may be a problem only 
if the U.S. economy is employed at full capacity. But in one area we have run 
up against real bottlenecks in the past and are likely to continue to have some 
difficulties. This is the area of some of the human skills needed to carry out 
development programs. 

6. Finally, even if we can commandeer these human skills there is a problem 
of organization and management. Two years ago the executive branch recom- 
mended a new departure for development assistance with the establishment of 
the Development Loan Fund. We believe that the most feasible basis on which 
to determine U.S. capacity to extend development assistance is an empirical one, 
taking into account our ability to make loans, manage their execution and im- 
plementation. How fast these activities can be expanded without endangering 
reasonably sound standards of effectiveness is a matter of judgment. The ad- 
ministration proposal was based on the belief that before asking authority for 
a multiyear capitalization of the Fund and larger resources, 1 more year of 
experience, particularly with the implementation phase of the loan activities 





ma 
col 
of 

yes 
ab! 
ex: 
pre 
fai 
ing 
ste 
log 
an 
try 
pr 


ex 
an 
SO) 


of 


to 
ex 
19 
si 
Ww} 
ar 
or 


naa © 





MUTUAL SECURITY ACT OF 1959 505 


may be desirable. It should also be noted that the capacity of any less-developed 
country to absorb funds from any institution is also a function of the capacity 
of that institution to disburse those funds. While the DLF has, in its first 2 
years, compiled a record of lending probably unequaled by any other compar- 
able lending institution, it must continue to develop its lending processes. For 
example, most of the DLF activity thus far consisted of the evalution and ap- 
proval of loans and the conclusion of signed loan agreements. The success or 
failure of DLF depends to a large extent, however, on what transpires follow- 
ing the loan agreement. The IBRD estimates for example, that 70 percent of its 
staff time is spent on loan implementation, i.e. seeing that the purpose of the 
Joan is successfully accomplished. This phase of DLF activity is just beginning, 
and the next year will undoubtedly involve a time-consuming effort in devising, 
trying, refining, and revising implementation methods. The organizational 
problems alone associated with this process will pose a real challenge. Frankly, 
we also had to recognize that our judgement as to how fast we could effectively 
expand our activities was consistently more optimistic than that of Congress 
and therefore we felt that a fuller demonstration of our ability to use larger re- 
sources effectively was required. 

7. The empirical basis on which to measure U.S. capacity also has the value 
that it can be coordinated with—and is related to—the empirical determination 
of the absorptive capacity of the less-developed countries. 

Senator Humphrey’s questions and more specific replies thereto are as follows: 

1. Senator Humphrey notes the size of the DLF application backlog and 
implies that the almost $1.5 billion in proposals on hand could be funded 
in fiscal year 1960. 

The fact is that although it has been determined that these proposals appear 
to meet DLF criteria, many will undoubtedly not be found eligible on closer 
examination and many, at least, will not be ready for financing in fiscal year 
1960, either because plans have not progressed to the point where all dimen- 
sions of the undertaking can be adequately defined, because certain preconditions 
will not be satisfied, or for other reasons. Undoubtedly, after more detailed ex- 
amination, the DLF will in fiscal year 1960 fund many of the applications now 
on hand as well as many still to be submitted. 

2. Assuming that the United States could afford to grant India a develop- 
ment loan of $700 million annually for the next 5 years, could India ab- 
sorb this amount? Could India repay this amount over a 30-year period? 
Would this accelerated development of India be in the long-range interest 
of the United States? 

Thus far, DLF financing to India has been geared to the high priority “core” 
projects within India’s development program and the availability of financing 
from other sources. The Indian Government estimated recently that the foreign 
exchange shortfall for the last 2 years of the second 5-year plan amounts to 
about $600 million. The executive branch, of course, attaches great importance 
to Indian economic progress. The extent to which the DLF will provide fur- 
ther support for projects in India’s program will depend of course on the amount 
of funds made available in fiscal year 1960 as well as the availability of other 
sources of financing. Other nations have been and will undoubtedly continue 
to be interested in providing financial support to India. In view of the Indian 
estimates cited above, it is evident that the $700 million annual level posited by 
the question would not be warranted by the existing plan. 

As for the years beyond that, preparations are underway within the Indian 
Government on the magnitudes and composition of the third 5-year plan. It is 
known that the third plan will be substantially larger than the current program. 
Until there are firm estimates on India’s future program and on indication of 
availabilities from other sources it is not possible to estimate the requirements 
from DLF. 

8. Could the countries of Asia and Africa absorb $700 million worth of 
highways and feeder roads? Could they absorb $700 million applied to the 
construction of fertilizer factories? Could they not absorb $700 million just 
for the construction of malaria institutes, or just for land reclamation or 
just for port development, or for cement factories, or for expanding educa- 
tion and technical institutes? 

It is highly unlikely, based on knowledge in the U.S. Government as to exist- 
ing plans and preparations, loans in the amounts suggested by the question could, 
or should be made in fiscal year 1960. Furthermore with regard to financing 
$700 million for any one of these activities, it would appear a priori that such 
single undertakings would tend seriously to interfere with the balanced develop- 
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ment of the economies concerned. Roads that are not used to transport goods 
and people are of little use; fertilizer factories that produce material that society 
is unwilling or unaccustomed to use or more than it can use, are of little value. 
Again, any judgment as to Africa’s capacity to undertake these activities must 
rest on the evaluation of specific plans, programs, and projects. 

4. Is it not true that their capacity to absorb is astronomical, assuming 
that the investment of capital is coupled with the technical assistance of the 
more-developed nations? Is it your opinion that Indonesia or India or 
Burma or Brazil or Egypt—any single one of these countries, or any of the 
many others seeking development—could not absorb a capital investment of 
$1 billion if such an investment were coupled with the technical know-how 
of the more-developed states? 

It is assumed that the questions refer to total additive investment, financed 
from all sources. The answer to the question is “Yes,” so long as the capacity 
of these countries to absorb is not set within any time frame. They will prob- 
ably all be able to absorb $1 billion more a year eventually, perhaps in 5, 15, and 
25 years, depending on conditions in each country. India will probably be able 
to increase its gross investment over present rates by about $1 billion annually 
in the course of the next 5-year plan. For Burma and Egypt to do so within the 
next several years will mean increasing present investment rates by five times 
and Indonesia by three times. 

The assumption that technical know-how is available does not solve the 
problem. The rate to which skills can be learned also has its time limits. Only 
after technical assistance has its impact can the accompanying investment be 
effectively utilized. Some nations, as Millikan and Rostow suggest, will be 
unable to use substantial amounts of additive capital for many years to come 
and should be provided now with as much technical assistance as they can 
effectively absorb. 

5. In your judgment could the U.S. economy stand the shock of an increase 
in capitalization of the loan fund, say as high as $3 billion particularly in 
view of the fact that this is for loans not grants? 

From the point of view of the burden on the U.S. economy, it is not the amount 
of capitalization but the rate of expenditures which is important. The various 
proposals made for a $3, $5 or $7.5 billion capitalization of the DLF did not 
envisage that this would be the rate of annual spending. In light of the above 
discussion, we do not believe that an annual rate of spending of $3 billion by the 
DLF is a practical proposition in the immediate future. But theoretically the 
U.S. economy could absorb even a $3 billion rate of annual expenditures on 
development assistance, presumably by forgoing some other economic benefits or 
Government services which have had higher priorities so far. 


B. Size or Minirary EsSTABLISHMENT—KOREA AND CHINA (TAIWAN) 


Paragraph 1 

All U.S. Government agencies concerned with the Taiwan and Korean pro- 
grams are endeavoring to accelerate economic development and the capacity for 
self-support of these countries, and it is clear that much has been done to de 
velop their economies. In fact since 1955 the Korean GNP has increased at the 
not unfavorable rate (in terms of constant prices) of 6 percent a year. How- 
ever, for Korea and Taiwan to meet their important free world defense respon- 
sibilities, the United States cannot afford to terminate its assistance until it is 
certain that they can meet the Communist threat without it. It is our rea- 
soned opinion that neither country will be able to do so without substantial 
U.S. assistance as long as the threat of Communist attack continues to present 
a real danger. 

The Republic of Korea has a very dense population and a few natural re- 
sources. Some 6 percent of the labor force of 9 million persons is in the armed 
forces, but in spite of this drain on manpower over a million Korean workers 
remain unemployed or substantially unemployed. The immediate effect of re 
ducing the size of the ROK Army would probably be a further increase in un- 
employment. Only after a period of adjustment could the veterans find jobs 
that would increase the GNP and reduce Korean requirements for food, raw ma- 
terials, and equipment now provided under the defense support and Public 
Law 480 programs. A similar situation prevails with respect to Taiwan. 

More rapid economic growth in Korea is limited by the nation’s small absorp- 
tive capacity for worthwhile investment and uncertainty as to what ventures 
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may prove ultimately profitable. The ever-present Communist military and po- 
litical threat also discourages both foreign and domestic investment in Korea. 
In summary, therefore, we believe that the adverse influence of large armies 
on economic progress in Korea and Taiwan is essentially indirect and that re- 
duction of the military burden—in the absence of any change in Communist 
objectives—would not appreciably reduce these countries’ economic aid require- 
ments or in itself accelerate economic development. It is primarily the mili- 
tary threat rather than economic considerations which determines the size of 
the military forces which these countries, as well as the other countries men- 
tioned, are maintaining for their defense. 
Paragraph 2 


Neither the ROK nor the Chinese Nationalist forces could repel full-scale ag- 
gression by the Communists without substantial assistance from the United 
States; other members of the free world would presumably join the United 
States in providing such assistance. These forces are, however, a deterrent 
against any aggression short of allout attack and they are extremely important 
forces for conducting holding operations until outside assistance arrives. 


Paragraph 8 


In view of the Communist past record of unprovoked aggression, we do not 
believe that just because Vietnam has not been attacked militarily, Commu- 
nist attacks against the Republic of Korea, Taiwan, or south Vietnam itself 
are unlikely to take place in the future. Furthermore, the situation with re- 
spect to Vietnam cannot be equated with that of Korea or Taiwan. In the case 
of Vietnam there is a ceasefire agreement which it has thus far suited the pur- 
poses of the Soviets to observe; in Korea, however, there is an unresolved war, 
and since Taiwan is regarded as a part of China there is a compulsion on the 
part of Red China to move against Taiwan rather than against Vietnam. 

The temporary absence of Communist military attacks against any of these 
places is not in itself a compelling reason why we or the governments directly 
concerned should lower our guard. Extreme care must be exercised in mak- 
ing reductions in the size of the respective military establishments. We are 
constantly reviewing the situation with a view to carrying out military missions 
at the lowest cost in terms of money and manpower. [Deleted.] 


Paragraph 4 


It is hard to say whether SEATO or any one of our bilateral security arrange- 
ments in the Far East is more effective in deterring war. All these arrange- 
ments are of key importance and are mutually supporting in their effect. The 
fact that aggression has been generally deterred in the Far East for the past 
several years reflects credit on the overall deterrent posture of free world forces, 
including the deterrent power of the United States. 


Paragraph 5 


In view of the formidable array of Communist military power in the Far 
East, the free world must as a minimum have an area of power that is suf- 
ficiently impressive to be a deterrent, and that power must be capable of de- 
terring both local and general wars. The forces maintained by Korea and 
China are among the most effective deterrents to Communist aggression, in the 
Far East. 

Defense forces by their nature reflect the threat opposing a nation’s existence 
and measure that nation’s determination to continue as a free country. The 
free world never faces a static status quo—politically, economically, or mili- 
tarily—in the unending struggle with Communist ambition. New developments 
are constantly occurring on both sides of the Iron Curtain. New political moves, 
economic programs, and weapons are constantly being considered and tested by 
both sides. As the Vice President and Premier of China, Chen Cheng, put it 
recently, “A soldier’s pack is lighter than a slave’s shackles.” 

It is not believed that a balance can be struck between economic development 
and a large military establishment to determine when the values of one out- 
weighs the values of the other. While honest differences of opinion can exist 
as to the amount of a nation’s resources that may be needed for military pur- 
poses, no nation can be so imprudent as to risk its survival for the benefits of 
economic development. On the other hand, of course, a certain degree of 
economic stability is essential to the security of a country. 

U.S. assistance has enabled the Chinese on Taiwan, for example, to maintain 
an impressive rate of economic development as well as an adequate military 
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force. Gross national product has increased at the rate of about 6 percent 
annually. Because of an annual growth in population of 3.5 percent, per capita 
GNP has increased more slowly but at an average annual rate of about 2 percent 
in recent years. Thus, we do not believe that the advantages of having a rela- 
tively large free Chinese military establishment on Taiwan—an establishment 
which forms an important part in the free world defenses of the western 
Pacific—have been outweighed by negative effects on Taiwan’s economic de- 
velopment. 

At the present time, we believe that the level of the military establishments in 
south Korea and Taiwan represent the best balance of the above factors which 
we can estimate now and foresee in the immediate future. 

Paragraph 6 

We agree that it is a proper function of the Congress to review this program, 
and we welcome the opportunity to have an exchange of views, inasmuch as the 
legislative and executive branches of the Government share the responsibility 
for safeguarding the security of the United States and for holding down the 
Nation’s tax burden as much as possible. 


Pagraph 7 


[ Deleted. ] 
Paragraphs 8 and 9 

We believe that in mobilizing and training troops of free world nations, par- 
ticularly in places like Korea, Taiwan, and Vietnam, where the Communist mili- 
tary threat is greatest, first attention must be directed to the performance of 
the fundamental military mission. The full attention of the troops and officers 
of the Regular Forces should be devoted to improving their effectiveness and 
in keeping alert to act in emergency. Instead of the use of military units for 
nonmilitary tasks, we believe that a system of ready and trained Reserves offers 
the best solution ‘to the problem of economically unproductive manpower in the 
Armed Forces. A well-organized Reserve system assures a supply of qualified 
soldiers when needed while at the same time the personnel involved are permitted 
to fullfill their normal role in the civilian economy. Military assistance to both 
the Korean and Chinese armies has, therefore, included equipment for their 
Reserve units. 

The military forces of many Far Eastern countries, however, are being utilized 
to carry on nonmilitary functions which contribute to economic advancement, 
A special report concerning such activities in seven southeast Asian countries 
was furnished to the committee a few days ago. Among the activities described 
in that report were basic education, the building of homes and schools, bridge 
and road construction, sanitation, and other similar public works. 


Paragraphs 10 and 11 


Allied Far Eastern nations have a total population of 195 million and they 
maintain defense forces of 1.7 million men. Their defense forces are, therefore, 
0.9 percent of the population. As compared with NATO, the allied Far Eastern 
nations have a much smaller ratio of men under arms. It should also be noted 
that the population of the U.S.S.R. is roughly equivalent to that of the European 
NATO countries, whereas Red China’s population is over three times that of 
our Far East allies. 


Paragraph 12 


[ Deleted. ] 
D. Korea, TAIWAN, VIETNAM 

Section A 

It is true that U.S. defense support to Korea, Taiwan, and Vietnam is designed 
to insure their having the economic strength, and the fiscal ability, to maintain 
forces which will permit them to defend themselves in the face of the Com- 
munist threat, and these countries with U.S. aid to maintain standing armies 
beyond the size they could otherwise support. U.S. defense support goes beyond 
the simple concept of providing budgetary support for a large Military Establish- 
ment: it contributes food, raw materials, and industrial equipment which are 
essential for the development of a progressive and efficient national society upon 
which the free world can rely. By maintaining a minimum standard of living, 
defense support funds maximize the contribution of the human resources of these 
countries to the defense effort and reduce the opportunity for Communist entice- 
ment and subversion. Without U.S. support these nations would not only be 
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unable to resist overt Communist aggression, but could also fall easy prey to 
Communits subversive efforts. We seek every opportunity, nevertheless, to in- 
fluence these countries and assume to the extent of their ability a greater share 
of their economic and military support burden. 

Section B 


In Korea, we have consistently exerted our influence to encourage the orderly 
development of democratic processes and procedures and thus to establish a 
situation which would discourage the engendering of tendencies in the opposite 
direction. This has taken the form of friendly counsel both in Washington and 
in Seoul, stopping short, however, of any action which would be construed to 
constitute interference in the internal affairs of a sovereign ally. 

In regard to the parliamentary crisis of last December, we were concerned 
because, on the one hand, there is a particular need to combat the ever-present 
danger of Communist infiltration and subversion from the north, and, on the 
other hand, there is a danger that any antisubversion measure might be so 
broadly interpreted that democratic processes and political liberties might po- 
tentially be undermined. As former Secretary Dulles recently indicated publicly 
in commenting on the controversy over the Korean national security law, any 
security law can be subject to abuse and, therefore, its merits depend upon how 
the law is administered. On December 24, a State Department spokesman stated 
publicly that he hoped the controversial legislation passed in the Korean Na- 
tional Assembly that day would be implemented so as to counter the threat of 
Communist subversion and that it would not hinder the continued development 
of democratic processes and institutions in the Republic of Korea. Subse- 
quently, Ambassador Dowling was recalled to Washington for consultations, 
the timing of which undoubtedly indicated clearly to the Korea Government 
and people our concern over the poltical situation in Korea at that time. 

More recently when the Republic of Korea Government closed a pro-opposition 
newspaper, Ambassador Dowling in Seoul, backed publicly by the State Depart- 
ment, issued a statement that he did not wish to comment on the merits of the 
case but that “American public opinion has long held that a suppression of the 
press is not the remedy for press errors * * *.” 

[Deleted.] 


Section C 

With respect to the economic aspects of this question we agree that Japan is 
a logical trading partner for Korea and it is true that the Korean Government 
has not encouraged imports from Japan. Likewise the United States encour- 
ages economic cooperation among the free nations of east Asia. A part of the 
Korean reluctance to permit unrestricted imports from Japan has been due to 
the shortage of free foreign exchange and a desire to conserve dollars. At pres- 
ent Korean policy calls for imports from Japan to the extent that Japan buys 
Korea’s exports. In recent years Korean regulations have been liberalized and 
such trade in both directions has shown an upward trend. 

In addition to bilateral trade financed with free foreign exchange, Korea pro- 
cures a large quantity of merchandise from Japan under the U.S. aid program. 
The Korean Government, with U.S. encouragement, is becoming increasingly 
aware that purchase of such supplies from the Japanese market on a competitive 
basis will result in more effective use of available aid funds. Koreans, from 
President Rhee down, understand the need of increasing trade and of improv- 
ing relationships with their free Asian neighbors. The principal practical diffi- 
culty in expanding such trade relations is in finding acceptable, suitably priced 
Korean exports. Korea already imports substantial quantities of rubber, lumber, 
etc., from southeast Asia under the aid program. 

In commenting on steps that have been taken to improve political relations 
between the two countries, it is emphasized that a major aspect of our foreign 
policy is to encourage, in the interest of the United States and those of the free 
world, a maximum degree of mutual understanding and cooperation between our 
various allies. Unfortunately, this is not always easy to accomplish, and perhaps 
nowhere has it been more difficult than in the case of relations between Japan 
and Korea. Having lost their independence to the Japanese for 40 years (1905- 
45), the Koreans are understandably wary of Japan—and no one more so than 
President Rhee himself. At every opportunity, we have endeavored with both 
the Koreans and Japanese to encourage them to compromise their differences and 
work together for their mutual benefit and to frustrate constant Communist 
efforts to divide these two members of the free world and thus to exacerbate 
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their relations with other members of the free world. Although years of bi- 
lateral negotiations between Japan and Korea have made little ‘progress in 
achieving an overall settlement of outstanding issues between the two countries 
some partial and temporary agreements have been reached, for example, the 
return of some art objects from Japan to Korea and the mutual exchange of a 
number of detainees. 

[Deleted.] 


Section D 


The Combined Economic Board (CEB) which was set up by the United States- 
Korean Economic Coordination Agreement of 1952 is an international bipartite 
body that developed from the U.N. Security Council’s request that the unified 
command, i.e., the United States, exercise the responsibilities for the determina- 
tion of requirements for the relief and support of the civilian population in Korea 
and for the establishing in the field, of procedures for providing such relief and 
support. The United States and Korea each have a representative on the CEB. 

To carry out its responsibilities the CEB is assisted by standing joint United 
States-Korean committees to handle varied problems in financing, engineering, 
overall requirements, community development, and export promotion. The CEB 
is an active organization enjoying the goodwill of both Koreans and Americans 
and has been remarkably successful in performing its function of policy coor- 
dination. 

The concept of a Combined Economic Board in Korea had its counterpart in 
the Economic Stabilization Board in China. This was a joint board with nu- 
merous subcommittees, which was concerned, as its name indicates, with the 
economic stabilization of Taiwan. Organized in 1951, it functioned until 1958, 
when its responsibilities were turned over to the appropriate ministries of the 
Chinese Government. The valuable feature of formal consultation between 
Chinese and United States officials was continued through the Chinese Govern- 
ment’s Council for United States Aid (CUSA) and through the formalized Sino- 
American Joint Meetings, held monthly between CUSA and U.S. officials. 

In Vietnam the National Committee for Foreign Aid approximates in functions 
the Combined Economic Board in Korea. Both the Government of the Republic 
of Vietnam and the USOM are represented on the committee which meets peri- 
odically to discuss the main problems and framework of the United States aid 
program in Vietnam. Unlike the Combined Economic Board, the National Com- 
mittee for Foreign Aid is an informally created organization rather than a formal 
body established by international agreement. 


Section E 


The United States has been closely following the Korean exchange rate situa- 
tion and has encouraged the Koreans to work toward a more realistic effective 
exchange rate. The United States recognized the present official rate of 500 
hwan per dollar in its agreement with the ROK of August 12, 1955. Korean 
determination to defend this rate by controlling long-standing rampant inflation 
has been the key to the successful Korean stabilization program and to the fact 
that Seoul wholesale prices are now only about 17 percent above the September 
1955 level. Formal devaluation of the 500 hwan per dollar rate would, it is 
feared, reduce Korean willingness to accept deflationary policies and would 
encourage inflationary forces. 

Despite its firm support of the official rate, the Korean Government, with U.S. 
encouragement, has taken steps to raise effective exchange rates to a more 
realistic level. Among the devices used is the competitive sale of aid dollars 
as well as certain Korean foreign exchange through bids in terms of an exchange 
tax beyond the 500 hwan official rate plus the minimum exchange tax of 150 
hwan (equal to a composite rate of 650 hwan per dollar). In fact, for some 
desirable commodities the composite rates reach 1,000 hwan per dollar. This 
competitive exchange tax on the one hand maximizes the contribution of aid to 
Korean Government revenues and on the other minimizes windfall profits to 
importers. 

Most Korean exports and sales of commodities to the U.S. forces in Korea are 
made on an exchange retention basis. Under this arrangement a Korean ex- 
porter or supplier to the U.S. forces may use his dollar proceeds to import 
certain nonluxury-type items. The trader loses on his export sale in terms 
of the official exchange rate, but recoups on the import transaction. The effec- 
tive rate in such cases has recently been rising and quotations of close to 1,500 
hwan per dollar have been reported. In addition, foreign missionary and volun- 
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tary organizations are allowed to sell dollars on a similar basis, subject how- 
ver, to payment of minimum 150 hwan exchange tax. 

Project assistance and official and personal expenditures of Americans, other 
than missionaries, are still subject to the official rate, but it is hoped that the 
Korean Government will afford relief in these cases. In any case we believe that 
our exchange rate position in Korea is better than it was in 1955 when the 
present official rate was established. 


Section F 


The United States has indeed strongly encouraged the ROK to curb inflation 
and to develop a sound, stable financial structure. Some of the joint decisions 
to this end made in the CEB have been incorporated in written understandings. 
The Koreans have been receptive to U.S. counsel in this regard, and the stability 
that has marked the Korean economy over the last several years reflects the 
success of the joint measures despite gradual curtailment of U.S. aid avail- 
abilities. The United States will of course continue to assist the Korean Govern- 
ment in following sound fiscal policies. 

C. [Deleted.] 

D. [Deleted.] 

EK. ADMINISTRATIVE PROBLEM 


1. A recurrent complaint in the various audit reports made by the Comptroller 
General, by the Hardy subcommittee in the House, and by several of the studies 
prepared for the special Senate committee, has been to the effect that inadequate 
planning precedes the letting of contracts. This would appear to be at the bot- 
tom of a great many charges of delay, inefficiency and waste. 

What measures have been taken by ICA during the past year to improve in- 
itial project planning and to speed up the process of project negotiations with 
the recipient government, and to speed up contract negotiations? 


CONTRACT NEGOTIATION 


ICA has during the past 2 years been giving increased attention to the im- 
provement of its contracting process. On August 1, 1958, the Director of ICA 
issued Policy Directive No. 12 which sets forth new policies and procedures for 
the selection and negotiation of architectural and engineering contracts for the 
guidance of all ICA personnel concerned. In October 1958 ICA issued a contract 
regulation for internal use which sets forth ICA contracting policies. The con- 
tract regulation has been tested in actual operation for a period of 6 months 
to determine its completeness and acceptability. The regulation is now being 
reviewed with a view toward making those revisions which our operating ex- 
perience has shown to be desirable after which it will be published in the Fed- 
eral Register. 

The issuance of the policy directive and the contract regulation is aimed at 
improving our contracting activities and securing better quality and greater 
consistency in contract substance. Other steps are underway to improve ICA 
programing and implementing processes which have a direct bearing upon the 
speed and quality of contract negotiation. For example, new instructions are 
now ready for issuance to field missions with the object of improving the prep- 
aration of project implementation order which set forth basic data required in 
the preparation and negotiation of contracts. Improvements in the quality and 
timeliness of these documents will contribute to a more expeditious and effective 
contracting process. 

INITIAL PROJECT PLANNING 


Three major steps have been taken by ICA in the past year to improve initial 
project planning. The first has resulted from carrying out the provisions of sec- 
tion 517 of the Mutual Security Act regarding the completion of plans and cost 
estimates for major projects. Secondly, overall improvement in ICA’s project 
planning has resulted from the planning sequence and requirements instituted 
in 1958 through the Master Program Book process. Each mission has prepared 
a “Master Program Book” setting forth the U.S. objectives in their country and 
by a logical exposition has analyzed the problems and conditions which must 
be attacked to reach our objectives. This system goes on to analyze the efforts 
of the host government, the United Nations and other agencies to address these 
problems, thus facilitating identification of the areas in which ICA should focus 
its program. 
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In May of 1958, ICA entered into a contract with the Johns Hopkins School 
of Advanced International Studies establishing an institute on development 
programing for ICA technicians and program officers. Although of a longer 
range nature than the two measures mentioned above, this represents an im- 
portant advance in ICA’s continuing efforts to strengthen project planning and 
programing methods in general. 


PROJECT NEGOTIATION WITH THE RECIPIENT GOVERN MENT 


August 15, 1958, ICA put into effect standard flexibility provisions covering 
the use of funds which both clarified and liberalized field authority with regard 
to operational (fiscal and technical) requirements. This action has resulted in 
more rapid project negotiation with recipient governments through eliminating 
the need for further ICA/W review or clearance of projects falling in certain 
clearly specified categories. 

2. [Deleted.] 

F. LocaL CURRENCIES—COUNTERPART FUNDS 


1. What percentage of available local currencies do you propose to allocate to 
military support and what percentage to economic development? 

Of the $1,505 million in local currencies included in the 1960 program, 31 per- 
cent or $459 million worth are programed for military support and 69 percent 
or $1,046 million worth for economic development. The total program figure of 
$1,505 million differs from the worldwide total of obligations and commitments 
estimated for 1960, which is $1,565 million, because not all obligations and com- 
mitments are made in the program year. These figures represent all types of 
local currencies available, i.e., mutual security counterpart, mutual security 
section 402, and Public Law 480 currencies. 

F. 2. Is there any uniformity in agreements providing for the use of counter- 
part funds? 

There are three uniform agreements used in releasing U.S. owned or controlled 
local currency. 


1. Loan agreement 


Where U.S.-owned local currency, accruing either under section 402 of the 
Mutual Security Act or under section 104(g) of Public Law 480, is to be made 
available on a loan basis, a standard loan agreement, setting forth the terms and 
conditions of the loan, is normally used unless circumstances require a special 
agreement. That agreement normally does not provide for the use of currency 
on specific agreed projects but provides that currency being loaned will be used 
for purposes to be agreed upon. 

2. Project agreement 

A standard form project agreement is used to provide for the obligation and 
disbursement of U.S.-owned local currency for agreed projects. The standard 
form provides places to record amounts of funds which each party is contribut- 
ing to the project and a narrative description of the nature of the project for 
which the funds are to be used. 

Attached to the project agreement form is a standard provisions annex, con- 
taining uniform provisions relating to such matters as disbursement procedures, 
right of refund and audit, and right to terminate the project. In the case of 
Public Law 480 currency, the practice of attaching standard provisions to project 
agreements has been partially abandoned in favor of a single separate agreement 
on such provisions covering all projects to be financed with the local currency 
proceeds of each Public Law 480 sales agreement. This single agreement is en- 
tered into at the time the sales agreement is entered into. This practice was 
adopted in September 1958 and has not become uniform as some countries prefer 
the former standard provisions annex system. 


8. Counterpart release agreement 

This is a standard agreement for the release of MSP counterpart (which is 
owned by the foreign government but subject to agreement with the United 
States on its use) for agreed projects. It contains a narrative statement of the 
project to be financed and certain standard provisions. Its purpose is similar to 
that of the project agreement for the use of U.S.-owned local currency. 
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PRESENTATION BOOKS AVAILABLE TO ALL MEMBERS OF CONGRESS 


Mr. Suurr. Mr. Chairman, I think this record would not be com- 
plete if we did not say something here that is known but little used. 
These books, all six of them, seven, excuse me, with the Development 
Loan Fund book, are available to every Member of Congress. 

I realize that while it is not available for discussion on the floor, 
I also realize that as a practical matter every Member of Congress 
could not possibly read what is in these books. But these are available. 

No one has said this, but there is an inference that we want to keep 
the information in these books away from some of the Members of 
Congress. This couldn’t be further from the case. 

I don’t really know, as a practical matter, how people could associ- 
ate what is in these seven books with the other responsibilities that 
they are up against. But it must not be forgotten that it is available, 
and that they can see them. 


SIGNIFICANCE OF SOURCE OF INFORMATION 


The CuairMaAn. Before you have always made the case that when 
an unauthorized person finds out this knowledge independently it is 
quite a different matter from the case of where it is found out from 
what is published and officially announced. When the former situa- 
tion occurs, you have no defense. You are in a difficult situation then. 
In other words, the fact that one of these countries or persons who 
should not have certain knowledge finds it out unofficially, does not 
give them any particular leverage or influence against you. That is, 
your predecessor has always emphasized that fact, that you realize 
that much of this could not be kept absolutely secret, but that people 
did find out. 

Isthat still true? 

Mr. Suurr. Yes, sir, that is still true. 


SIGNIFICANCE OF MAKING PUBLIC TYPES OF EQUIPMENT FURNISHED 


And answering Senator Gore’s question of a few minutes ago, I don’t 
think we in the Department of Defense are really principally con- 
cerned here. The classification applied to dollar values is not a 
Defense classification. 

However, in the case of specific pieces of hardware, if you talk about 
a specific piece of hardware there is generally no real revelation, but 
when you list all of the specific pieces of hardware and the quantity of 
such pieces you provide a basis for making an intelligent evaluation of 
recipient nation forces which might be detrimental to security in- 
terests. 

The Cuarrman. Thank you very much. 


ICA EVALUATION REPORTS 


Senator Humpnurey. Mr. Chairman, may I ask Mr. Dillon, with 
reference to a conversation yesterday, if I understood him correctly ? 
Did I understand that as of yesterday’s conversation at the hearing 
you were willing to have reports of the ICA evaluation staff on 
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mutual security programs in particular countries made available to 
the committee, provided that the evaluations of the performance of 
individuals, that is, the personal commentary relating to personnel, 
were to be deleted ? 

Mr. Ditton. What I said was along those lines, but not quite that, 

What I had in mind was the past evaluation reports; as I under- 
stand it, this thing is very closely interwoven all the way through, 
It would be very hard to undo it. 

I said I thought as a matter of practice it might be done. It might 
be possible to work up a system where we would have an evaluation 
report that dealt with the programs which, as you said, are what 
you are primarily interested in, the general administration of them, 
and another chapter that dealt with personnel matters, if we could 
do that, I didn’t see why we couldn’t work out something to make 
available the first type of report, leaving out the personnel business, 

Senator Humenrey. It seems to me that a sane middle ground on 
this would be that if a particular Senator has a complaint about a 
particular country in which there is alleged misuse of funds or im- 
proper programing administration, then the Department might be 
asked to bring over the evaluation report, after it had made such de- 
letions as it felt it ought to in order to protect the Foreign Service 
officers who do this auditory general type of study. Anyway, we 
could remove some of the criticism as to what some people allege to 
be coverup. 

HANDLING ERRORS IN PROGRAM 


Mr. Secretary, my feeling has been for some time that there are 
ways in which unfounded rumors about the program could be handled. 
If unfounded, that fact should be brought out quickly. If there were 
abuses that were discovered and they could be quickly remedied, then 
the friends and the advocates of this program could put strong armor- 
plate against the opposition. We would be in a better position. 

My own personal feeling about the program is that there is a great 
frustration that we have about it. It is so big, so complex, that when 
there is some criticism, one wants to get all kinds of information. It 
is, of course, sometimes difficult to find time to read all the informa- 
tion that is available, I am frank in admitting. 

The whole problem is so big that it is as virtually impossible for an 
individual Senator to grapple with it all, as it is for the program 
administrators. You have to bring down a team of people to explain 
it to us. 

My hope is, not necessarily at this particular session or this year, 
Mr. Secretary, that somehow we can work out a system where if there 
is a complaint, as we had, for example, on some purchases in certain 
countries, that an appropriate subcommittee chairman, possibly, or 
the Senator who had the doubt and the allegation could then take a 
look at the evaluation study of that particular country. This method 
or a similar one might suffice at least to set our minds at rest that 
something was being done about the matter. 

I don’t offer this as any patent or any particular formula. I just 
think we ought to explore what might be a better way of handling 
this matter than the way in which it is currently being done, Mr. 
Secretary. 





o 


t] 





\-= fw — = «6ST 


r= 


Vv O&O & 


~~ @O@-.- @ 


ce 


ct }Y 


MUTUAL SECURITY ACT OF 1959 515 


Mr. Ditton. We are sending up some very complete information in 
answer to the question you asked. I think the first day when I was up 
there, along these general lines, it was either here—it is about that 
thing, but it will show the program that is now underway on an audit 
and control which has been a rapidly expanding program for the last 
3 or 4 years, and which we now feel is in a position where it is really 
very effective, but I think you will be interested in seeing that. 

(The information referred to appears on p. 57 et seq.) 

Senator Humpnrey. I don’t want to get into a position of harping 
on a few mistakes and forgetting the good things which have been 
done under the program. Sometimes I think there is a tendency when 
we get into these squabbles and arguments to harp on the mistakes 
and forget the real good of the total program. 

Senator Arken. Every time we lend $25 million to another country, 
it gets on the front page of the press. When they pay it back, in all 
probability it is never mentioned. 

Senator Lone. Mr. Chairman, might I ask a question, providing I 
promise to be relevant ? 

The Cuarrman. You don’t have to be relevant. We were waiting 
for you, and then someone else got started while we were looking for 
you. 

CONGRESS’ NEED FOR INFORMATION ON THE PROGRAM 


Senator Lona. I would like to make this suggestion. It seems to 
me that the members of this committee and of the House Foreign 
Affairs Committee can make a contribution if we are taken into con- 
fidence. 

Now I personally, Mr. Secretary, would not advocate that you take 
this entire committee into confidence on every matter. I have always 
felt that it is a mistake for one person on a committee to try to master 
the entire program, because to do so means he spreads himself so thin 
that he is a jack of all trades and a master of none. 

I had an experience some years ago when, as a subcommittee chair- 
man on the Armed Services Committee, I was given the opportunity 
and assigned the responsibility for conducting the hearings and mak- 
ing the recommendation about the construction program of over- 
sea bases. I believe that you will find that right now that your 
presentation book on Morocco shows a figure of | deleted] rather than 
a higher figure. When I went to Morocco and looked the situa- 
tion over, I was satisfied that we had no right to stay there whatever, 
that we were rushing the thing so fast that we had no firm plans for it, 
and that we had every prospect of just wasting hundreds of millions 
without much prospect of advancing the national interest substan- 
tially. I think my observations had a great deal to do with curtailing 
that authority. 

I know my report was joined in by Senator Morse. He went with 
me and had something to do with that. 

I recall another instance along the same line. It was with Thule, 
which is this base near the North Pole. To build a single hangar 
at Thule costs you more than eight times what it would cost to build 
one somewhere else because of the need to prevent the ground from 
thawing out and the need for antiweather protection for the person- 
nel, and things of that sort, and also the extra cost occasioned by the 
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necessity of staffing the base far beyond what you would do under 
ordinary circumstances. 

It seemed to me that if it were going to cost in this instance 16 
times as much to build housing, it would be more desirable to plan 
to maintain it with a stripped down force and then double up on 
housing in the event you found yourself in an emergency. 

In one case, I said, “Well, now, after all, with this base, if you 
have no air security, how can you defend it?” And the officers on the 
base told me that there were vapor trails in the air daily that they 
could not explain, but thought were probably from Russian pinta 

My question to them was: “How could you be sure if any trouble 
happens that they won’t drop a bomb on this base.” And the base 
commander said, “Well, Senator, if they wanted to destroy this base 
there isa lot easier way to do it.” 

And I said, “What do you mean?” 

He said, “Look up on the hill there. Look at those huge metal 
tanks of gasoline, which you see around an oil refinery. All you have 
to do is light a match and they will light up, and ‘there goes your 
base. You don’t need to bomb the base ; it will be lost in a raging 
inferno of gasoline.” 

Now, the people stationed up there would tell us these things, but 
nobody ever went up there to look at it and say, “Well, this thing 
doesn’t make sense.” It is easy enough when you can prove to some- 
body he is wrong, or if he is an intelligent person, perhaps to get him 
to agree that certain of those decisions should be modified. If you 
would have some legislative authority you might hold up his fund 
until he does agree to modify it. It does occur to me along that 
line that this matter of holding back information on security grounds 
should not be used to the extent that we can’t discharge a function 
of that sort by working in a cooperative fashion to see that the pro- 
gram works right. 

Do you feel there is any requirement, for example, for holding back 
any information from this committee, or from a small group ‘which 
might be appointed by this committee to look into particular items 
relating to the program ? 

Mr. Ditton. No, Mr. Senator, as I think Mr. Shuff pointed out for 
the record, all the information on this program and in every aspect 
is given to this committee, is available to every member of the com- 
mittee, and is available beyond that to any Member of the Congress 
who wants to or is able to take the time to come to the committee room 
and look at the books, or ask the committee staff to show it to them. 

The same is true in the Foreign Affairs Committee of the House, 
and in the Appropriations Committees of the two Houses. 

There are four different sets of these complete things around. There 
is nothing that isn’t in here that we wouldn’t be willing to tell every 
Member of the Congress. The more the Members of the Congress 
know about the program, the happier we are. 


EXPLAINING THE PROGRAM TO THE PUBLIC 


Senator Lona. Fine. Now, one other point occurs to me. When 
I came back from overseas I wrote a report involving all these mat- 
ters, and again Senator Morse joined me in that report. There were 
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a number of things in there that were subject to very serious objec- 
tion for various policy reasons. 

For example, we pointed out that the French would claim sover- 
eignty on any possible excuse, and not permit us to get value that we 
were supposed to be receiving for our money. 

It was our contention if you couldn’t get any better arrangement 
than that with France, you ought to just ‘hold up the money and not 
send them any more until an understanding with them could be 
reached. 

We were satisfied that if you conducted yourself in a tough fashion 
you could get everything you wanted. That was the advice we re- 
ceived from the construction agents over there. 

Now, the point I had in mind is that my report was extremely 
critical of this French situation. The State Department objected, and 
said that this report would be injurious to American-F rench relation- 
ships, and they gave reasons why. 

Well, we undertook to redraft that, and to take out all of it except 
one short paragraph expressing our complete disgust with the situa- 
tion in France, saying that it was too bad that security reasons and 
objections on policy ‘prevented us from making more information 
available, but any Senator who wanted to know about it could ask the 
members of the subcommittee and get it. 

Now, the thought I had in mind is that it seems to me that it is 
possible for us to get at least the general theory of this information 
on the mutual security program through to the public, even though 
we can’t give it to them in detail. I think that might in some respect 
meet the problem that Senator Church has in mind. 

I suppose I should say “Let the record show that the witness nodded 
his head.” 

Mr. Dixon. I didn’t know I was being asked the question. 

Senator Lone. I wanted your reaction to it. 

Mr. Dixon. I think the maximum knowledge, as I have said be- 
fore, that the public can get, the better. 

Senator Lone. The point I had in mind is this, and I will phrase 
it in the form of a question: 

Do you believe that it is possible to get the idea across to the public, 
even though you can’t give them an explicit number of figures or a 
particular dollar amount ! 

Mr. Ditton. To a large extent, yes. 

Senator Lona. That is the point I had in mind. 


PUBLICIZING THE MALARIA ERADICATION PROGRAM 


I want to ask you about one other matter not relating to the ques- 
tion of security classification. Reference is made in the presentation 
book to the malaria eradication program. It is indicated that U.S. 
initiative in sharing in the costs of the malaria eradication program 
now in the second year of operation has provided the major impetus 
in this worldwide program to eliminate malaria. 

Are you satisfied that the public in these small nations where we 
are undertaking to eliminate malaria is very well informed that this 
isa U.S. project, and that we are doing this type of thing? 
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Mr. Ditton. This is a combination project by the United States and 
by the World Health Organization, so the World Health Organiza- 
tion is active also at the same time, and I think the facts are that there 
is probably a certain amount of confusion by the general public in 
these states as to the relative amount done by the United States and 
the World Organization. I think that is a fair statement. 

Senator Lone. Do you feel there is some understanding on the part 
of the rank and file of the people in this country that we are doing 
something about that problem and that the United States is making a 
major contribution in this regard ? , 

Mr. Ditton. I would say so, yes, sir. 

Mr. Grant. The goods that we send abroad in connection with these 
programs are all labeled, as you may know, identifying where they 
come from, and the supplies that go out have these labels on them, the 
DDT drums, and this particular program has been widely publicized 
in the mission that I was last in. 

I saw, for example, last month a story that had come in from Co- 
lombo in Ceylon, and there they had received 34 Jeeps as part of their 
malaria eradication program to get into the interior. The Prime 
Minister of the country held a ceremony on the steps of Parliament 
where the 34 Jeeps were turned over to him in the presence of the 
American Ambassador, the head of the United States operations mis- 
sion. These Jeeps carried American and Ceylonese flags. 

They then paraded through the streets of Colombo, and there were 
big placards on the side dese ribing the joint malaria program. This 
was extensively covered in all the news papers. 

Now, the exact degree of publicity wilh vary as to type and nature 
of country by country, but maybe this is some illustration of the 
publicity we got out of this. 

Senator Lone. It seems to me this should be done. How about out 
in the hinterlands? Frankly, it seems to me that if we are spending 
our money doing this type of activity you ought to try to make some 
friends for the United States while you are at it. It doesn’t take 
much extra work. My feeling would be that if you are going out to 
some small city, and if there is a small paper there, that. when you get 
your Jeep into town the first thing to do is to call the editor and invite 
him out to lunch or dinner. If you can’t speak the language, get an 
interpreter in and chat about matters. Show him what you are 
doing, and even provide him with a picture. You may take your own 
picture if need be, or provide a mat of your Jeep standing somewhere 
spraying against some insects. ‘Then you can tell the editor, “Here 
is what we are doing, and if it is possible, we would very much ap- 
preciate it if you would make this information available. We are 
here to kill mosquitoes to keep them from spreading malaria.” 

Is that type of thing being done out in the hinterlands ? 

Mr. Grant. Yes, sir. It varies in the countries. Your newspapers 
in the underdeveloped countries are in big cities. In a place like Cey- 
lon it is all printed in Colombo. There when we sign a project agree- 
ment the newspapers carry the story. We get the Government to issue 
the release and then it is amplified. W hen the equipment arrives it is 
very frequently photographed on arrival, and then when the equip- 
ment actually goes into use, there are additional] stories, and then perl- 
odically every 6, 8, 9 months there are additional stories on this, 80 
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that on one particular program or project you may have over a course 
of 2 or 3 years a dozen or 15 stories on it in the local press. 

Then when you multiply this by a dozen, or two dozen, or three 
dozen projects, you get a rather substantial amount of publicity that 
reached out all over the country. 

Mr. Ditton. This is a particular responsibility of the United States 
Information Agency in these countries to help get this information 
out. 

Senator Lone. I might make a point about that so far as economy 
is concerned, Mr. Secretary. My thought is that you don’t need to 
send a public information man. 


BASES IN MOROCCO 


I will now turn to the programs in Libya and in Morocco. 

I know why we are putting up the amount of [deleted | in Morocco. 
I was there before it happened. We built those bases before we 
had any understanding at all with the Government of Morocco; 
is that not correct? I do not believe you had any responsibility for 
building the bases, did you? 

Mr. Ditton. No, I had nothing to do with that situation. 

Senator Lone. You were not in the State Department at that time. 
As a matter of fact, you were not Ambassador to France at the time 
that I referred to when I wrote my report about France. You were 
there subsequently. 

But prior to the time you assumed any connection with this Mo- 
rocco situation, this Nation went over there, determined to build air 
bases. It was a nationwide scandal as to how they rushed so fast and 
were victimized so badly and shaken down so badly that money was 
just wasted. 

We agreed, did we not, to build these airbases with the French, 
and we were not going to have to pay rental at the time we built them. 
Was that not the deal ? 

Mr. Ditton. That is correct. 

Senator Lone. The French would provide the land and we would 
provide these bases to back up the NATO defense. 

Mr. Ditton. That is right. 

Senator Lone. We had no understanding with the Moroccans about 
it. 

Mr. Ditton. That is as I understand it; yes. 

Senator Lone. Then we proceeded to support Moroccan independ- 
ence without ever having any understanding as to what would hap- 
pen to those bases when Morocco did become independent. 

Now, I do not charge you with this mistake, but it does seem to 
me that if the State Department had been conducting this thing as 
wisely as possible, some effort would have been made to reach an un- 
derstanding with the Moroccan national leaders. We knew who 
they were, and an effort could have been made to reach an under- 
standing. 

Would that not seem about fair ? 

Mr. Ditx0on. The only comment I would have on that is, I do not 
think we got the independence for them. 

Senator Lone. We supported it, did we not? 
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Mr. Ditton. They got it for themselves in negotiation with the 
French. 

Senator Lone. Did we not support their independence ? 

Mr. Ditton. I think we adopted a neutral position. As soon as 
they were independent, we hastened to recognize them, and welcomed 
their entrance into the society of free nations. 

Senator Lone. What was our position with the French ? 

Mr. Ditton. As soon as Morocco became independent, we told the 
French they were independent and we were going to do business with 
them. 

| Deleted. ] 

Senator Lone. Were you the Ambassador to France at that time? 

Mr. Ditton. That is right. 

Senator Lone. Well, would it not have been wise to explore with 
the Moroccan leaders prior to their becoming independent, the possi- 
bility of our maintaining our position in Morocco? 

Mr. Dron. I am not sure at all there were not informal con- 
versations of that nature. 

Senator Lone. You do not know? 

Mr. Ditton. I do not know. 

Senator Lone. When they became independent, efforts were made 
to negotiate with them about those base rights. That left us in quite 
an embarrassing situation; did it not ? 

Let the record show that the witness nodded in response to the 
question. 

After considerable negotiations, we agreed to [deleted] each year 
as special assistance to Morocco. 

I can see all the justification described in the presentation book 
and I know that it is stated somewhat in diplomatic language. But 
can you tell me how we arrived at that [deleted] figure ? 

Mr. Driuon. I think it was based on an understanding of what 
was needed first in Morocco, to keep their economy stable with the 
withdrawal of the French interest, and help them with their economic 
development. [ Deleted. ] 

Senator Lonc. How many bases do we have in Morocco ? 

Mr. Ditxon. I think it is five, or it may be six. 

Senator Lone. Would you mind naming them? Sidi Slimane? 

Mr. Dition. Sidi Slimane. 

Senator Lone. Nouasseur ? 

Mr. Ditron. Nouasseur. Benguerir. 

Senator Lona. Are we on the Benguerir Base now ? 

Mr. Dimtton. Yes. Boulhaut. And then the naval base, but I can- 
not give you the name of that, it has been changed ; a Moroccan name 
now. It used to be named Port Lyautey when we were there, but it is 
no longer called that. 

Senator Lona. How many bases do we have in Libya? 

Mr. Ditton. One. a very big one, Wheelus Field. 

Senator Lona. Wheelus. I am frank to say that the thought 
occurred to me that the [deleted] amount for one nation and the 
[deleted] amount for the other was arrived at by saving we are on 
three bases in Morocco—I did not know you were on Boulhaut. 

Mr. Ditton. And another one. There are four we are really on. 
Benguerir. 

Senator Lona. I did not know we were on this additional base. 
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xf’ Would you name the ones we are on? Nouasseur, Sidi Slimane, 


Port Lyautey by the old name 
Mr. Ditton. And Benguerir. 
Senator Lona. Benguerir. I must say that Benguerir did not look 
like much of a base to. me, but if we are on that, that would break the 
ratio that I had in mind. 





WHEELUS AIR BASE IN LIBYA 


On the other hand, over in Libya we are on Wheelus. That is a 
first-class Air Force Base. 

Mr. Dixon. Right. 

Senator Lone. It is probably one of the most overbuilt bases that 
has ever been constructed, I would say. I must give credit to the 
Air Force general who managed to aa that out. It is a beautiful 
thing, too, and if you have time, if you are entitled to a little vaca- 
tion sometime, I would suggest you consider the guest quarters on 
Wheelus. I think the view of the sea there and the beautiful salt 
water at your doorstep are about as pretty as I have seen anywhere, 
and I think the guest quarters would compare with any that would 
be provided by the most expensive hotels in the world. 

This [deleted] amount for Libya looked to me like it was just a 
case of relating the bases in Morocco to the bases in Libya. How did 
we arrive at the Libyan figure? 

Mr. Ditton. It was not by relating it to the Moroccan figure. We 
again had in mind the particular needs of Libya and her economic 
development and the fact that the British were gradually with- 
drawing. Right after the war, they were the major party responsible 
for giving Liby a the necessary financial support, and when they got 
in financial stringencies recently, they reduced somewhat that support 
and we have taken over a larger part of the responsibility. 

Senator Lone. Can you tell me what arrangements have been made 
to assure that the people of those countries will actually see that this 
Nation is actually doing some things to help the people of that area ? 
What, for example, are we doing in Libya and have we done to assure 
ourselves that the people of Libya will know in a realistic way what 
the people of the United States have been able to do? 

Mr. Ditton. We have done many things. I will get you a full 
report. 

Senator Lone. I am willing to wait. 


AID TO LIBYA 


Mr. Ditton. Our technical assistance program began in Libya in 
1952, and our development assistance started in 1954 and made major 
progress in the last few years. This is all listed in the unclassified 
portion of these books. 

We have brought into intensive cultivation 10 000 acres of land 
through construc tion of these little dams and terraces that were very 
cheaply and locally constructed. 

We helped with the flow of water there. We have rehabilitated 
wells which helped the local establishment. We planted trees so we 
would have a reforestation program. We presently have reforested 
34,000 acres of land. 
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We have established some vocational agricultural schools, and so 
forth, in the field of agriculture. 

In the field of education, we have promoted the increase of student 
enrollment in schools. We have put new water systems in to supply 
one-fifth of the population of Libya so far, in the field of health. 

Senator Lone. Let me ask you about this. You say “we” put those 
in. Was that done directly by the United States, or was that done by 
the Libyan Government ? 

Mr. Ditton. In cooperation. All these programs are done in coop- 
eration with the United States technical assistance and the local 
government. 

Senator Lone. Who was in charge of the job of drilling the wells, 
forexample? Was it the American employees, or was it the employee 
of the local government ? 

Mr. Ditton. Well, I think the American technical director directs 
the operation. I think that is as far as I can tell you in detail. 

Senator Lone. Who would pay for the labor ? 

Mr. Grant. Normally, in a situation like this, Mr. Dillon, the local 
government would pay the local currency costs of the project, and we 
would be providing the cost of the American technicians that are 
present and the equipment which needs to be imported into the coun- 
try to actually get the work done. 

But the local currency costs are normally provided by the foreign 
government concerned, and this would then cover the cost of local 
labor and other local costs. 

Senator Lone. If I understand the answer, the Libyan Govern- 
ment pays for the labor. 

Mr. Dixon. I think that is generally correct, in all technical assist- 
ance programs although this may not be the case in Libya. 

Senator Lone. Well, now, can you tell me what efforts were made 
to make it clear to the people of that area that this was being done 
by the people of the United States, or at least being paid for by the 
people of the United States? 

Mr. Ditton. As Mr. Grant explained, all equipment that goes in 
for projects like this is marked, and what was done in detail in each 
and every country for each and every program, I am obviously not 
in a position to testify to. 

Senator Lone. Well, I would like to know how this is applied to 
Libya. 

Mr. Grant. I do not know in great detail the situation there, but 
if you would turn to page 166 of the book, sir, you will notice that 
there is jointly with the Libyans a public information program, and 
a communications media program, and my assumption would be that 
these are programs designed to get to the people of Libya knowledge 
about the progress that is being made in the country, and this would 
be closely interrelated with what we are doing. 

Our activity would be put together with what the Libyan Govern- 
ment is doing and brought to the general knowledge of the public. 


COMMITTEE PROCEDURE 


The Cuatrman. Will the Senator yield? 
It is almost 1 o’clock. Would he mind recessing now until 3:30, 
say ? 
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Mr. er: do you think you can come back ? 

Mr. Dition. I do not think it would be practical this afternoon; 
no, sir. 

Senator Lone. Mr. Chairman, as much as I am happy to have the 
chairman hear the testimony, I wonder if the Chair would consider 
following the precedent oa in other committees, and that is to per- 
mit someone else to preside in the absence of the Chair. 

The Cuatrman. I should think we should have some respect for 
the Secretary, too. I imagine he usually goes to lunch at about this 
time. 

Mr. Ditton. I think for this afternoon, if I had no other duties, I 
would be glad to devote my full time to the Senator, but since I have 
the responsibilities of Acting Secretary of State in the absence of the 
Secretary, I have some other important matters to attend to, and I do 
think I would not be able to come back this afternoon. 

Senator Lone. Mr. Chairman, before this committee resolves this 
issue—and I have no doubt about what is going to happen on this con- 
firmation proposition—I want to get information so that I can judge 
my position. 

The Secretary and I are at an equal disadvantage. I have not had 
any breakfast. The only thing I had to eat here was a cup of coffee. 

The CuatrMan. I asked the Senator if he would be willing to re- 
sume at a later date. When would it be c vonvenient for the Senator ? 

Senator Lone. My impression was that the Secretary would prefer 
to goahead now. I am willing to resume at a later date. 

The CHarrman. Would you 1 prefer to go ahead now ? 

Mr. Ditxon. Yes, I could go ahead. 

The Cuarrman. Until what time? 

Mr. Dixon. Another hour. 

The CHarrman. Is that the wish of the Senator? 

Senator Lona. I would prefer to continue. 

The Cuarrman. [f it is agreeable with the Secretary, that is agree- 
able. 

Senator Lona. Mr. Chairman, I would not for a moment insist that 
the Chair stay here to hear every answer. I frequently find I cannot 
be here, and I have found it serves the purpose simply to read the 
record thereafter. 

The Cuarrman. I have invited the former Ambassador Messersmith 
to lunch at 1 o’clock, and he has come over here from Mexico City, and 
it is not convenient to defer it. 

Senator Lone. Mr. Chairman, there is a very able, very distin- 
guished, former chairman of the Agriculture Committee sitting there, 
Senator Aiken, and I might suggest, if he cared to stay here, that he 
preside. I have actually been known to preside over a hearing myself 
on occasion, and I believe we could make this record. 

The CuarrMan. Would you care to preside, Senator Aiken? 

Senator A1Ken. I was lucky, I had breakfast ; but I do have an im- 
portant meeting of the Atomic Energy Committee at 2 o’clock. 

How long will it take? 

Senator Lone. I know the Chair would not want a witness victim- 
ized, but I could suggest, if worst comes to worst, that the Chair let 
me handle the situation and if, by conducting a one-man hearing, 
something comes out in the record which the Chair does not think is 
appropriate, the Chair will use his discretion to take it out. 








524 MUTUAL SECURITY ACT OF 1959 


The Cuartrman. Senator Church says he does not have an appoint- 
ment, and I will turn the Chair over to him. 

_I might announce that at 2:30, Mr. Rand is to appear for ques- 
tioning. 

Senator Arken. Is it possible to have an executive meeting after- 
ward ? 

The Cuarrman. I do not know whether it will be or not, whether the 
Senator from Louisiana intends to continue indefinitely or not. Maybe 
he could inform the committee now. 

Senator Lone. Mr. Chairman, I can assure you there will not be 
any filibuster in the committee. I do not propose to make any such 
effort, but just propose to ask a few questions. But I honestly cannot 
say how long the examination will take, because sometimes the answer 
to one question leads to another question. 

I will do my best, though, Mr. Chairman, to try to be expeditious 
about the matter. 

Senator Arken. Perhaps we can do as we do on the floor some- 
times—take a vote now, with the understanding that the vote ap- 
pear in the record following the examination of the Senator from 
Louisiana. 

Senator Lona. I am afraid it would take some very strong wielding 
of that gavel to achieve that result at the moment. If you want to 
try to, you can do so. 


PUBLICIZING U.S. AID PROGRAMS IN LIBYA 


Here is the point I was getting to, Mr. Secretary. In the con- 
struction of these projects, how much was done in terms of putting 
up a big signboard there and saying, “ Here, now, this is something 
that the United States is paying for,” and that “This is a part of the 
U.S. program to help less-privileged people around the world enjoy 
the freedom from want that we are so happy to enjoy in the great 
United States of America.” How much of it was done in that way? 

Mr. Ditton. That is the basic policy of ICA. 

Senator Lone. How many signboards did you erect and put some 
language on there, not in the American tongue but in Arabic which 
those people could read and understand ? 

Mr. Ditton. How many signboards have we erected in Libya ? 

Senator Lona. Yes. 

Mr. Ditton. We will provide you with that information. 

Senator Lone. What did you put on them? Did you put up some 
big shield there, or did you actually attempt to spell out in print 
exactly how this thing would work ? 

Mr. Dition. This is a very fortuitous situation, Senator, in view 
of your interest in Libya. I find that the director of the mission from 
Libya is coming to town. He may be here now, and if not he will be 
here in another day or two, and we would be delighted to have him 
come up and testify at length as to all the details of the Libyan 
program. 

Senator Lona. Well, are you prepared to answer the question, or 
do you have some of your experts here who can answer the question 
for me ? 

Mr. Duon. No, sir, not now. We can provide you with the in- 
formation. 
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(The following information was subsequently supplied for the 
record:) 
ARABIC SIGNS IN LisyA FOR U.S.-FINANCED PROJECTS 


In Libya the program for the bulk of the U.S. economic aid is developed 
by the Libyan-American Reconstruction Commission, which includes both Ameri- 
can and Libyan officials. The projects are handled in most cases by Libyan- 
American Joint Services in the fields of agriculture, education, and public 
health. Since the United States wishes to emphasize the important role which 
the Libyan-American Reconstruction Commission and the Joint Services play in 
the economic life of Libya, the signs which have been erected in both Arabic 
and English at various projects financed with aid funds read as follows: “(Name 
of project), financed by Libyan-American Reconstruction Commission (or Lib- 
yan-American Joint Services for a particular field of activity).” In the field 
of agriculture, signs have been erected at the Wadi Caam agricultural settle- 
ment, at the bridge over the Wadi Megenin water control project, and at five 
grain warehouses. In Sebha, the capital of the Fezzan Province, signs have 
been erected at the power station and the public work building. In addition, 
signs have been erected at 20 schools, 9 telecommunication sites, and the sites 
of the transmitters and studios for Radio Libya. 


PUBLICIZING U.S. AID TO MOROCCO 


Senator Lone. What about the same situation for the [deleted] 
amount a year supplied to Morocco? Can you show me how we 
have apprised the Arabic people of that area of what this [deleted] 
amount was going for? 

Mr. Dizon. I will be glad to give you a report on that. 

Senator Lone. Do you ‘think the Arabic people have any idea of the 
benefit they are getting from that [deleted] amount ? 

Mr. Ditton. I think they have some idea. I do not know whether 
they have an adequate idea for that [delet ed] amount. 

Senator Lone. Do you know of projects which have been con- 
structed, with a signboard or something nearby ? 

Mr. Ditton. Of my own knowledge in Morocco? 

Senator Lone. Apprising these people of how this foreign aid 
program works and how it is done to benefit them ? 

Mr. Ditxon. I have not visited Morocco since we had a foreign aid 
program. 

Senator Lone. This does relate to your responsibilities, though, 
does it not ? 

Mr. Ditton. That is correct. 

(The following information was subsequently submitted for the 
record :) 

PUBLICITY FOR MUTUAL SEcURITY PROGRAM—Morocco 


Economic assistance provided Morocco in fiscal years 1957, 1958, and 1959 
has been made available as loans to finance imports of essential commodities. 
The annual amounts of aid provided have been noted in the public press and 
the commodities imported have been appropriately labeled in accordance with 
ICA regulations. There ae as yet been no projects financed with economic 
assistance dollars, and no U.S.-owned local currency has been released for use 
by the Government of Morocco. 

The few technical cooperation projects in Moroceo to date have largely 
emphasized training for Moroccans in the United States. Twenty-six Moroc- 
cans have been in attendance at four different U.S. universities and visited 
schools and agricultural projects throughout the country. Seventeen of these 
returned to become principals of rural schools throughout Morocco, enthusiastic 
over what they had seen and learned in the United States. ICA plans to con- 
tinue close association with groups of these and similar returned participants 
in influential positions with technical literature and discussions in their fields, 
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and with information on what the United States has done and is doing for 
Morocco. 

In addition to mutual security activities, two grants of Public Law 480, title 
II, commodities have been made to meet specific emergencies, a drought in 1956 
and the flight of Algerian refugees in 1958-59. Ceremonies were held to pub- 
licize the arrival of these foodstuffs, with full participation by important Mo- 
rocean Government and Embassy, USOM, and USIS officials. These events 
have been covered by the press. Title II foodstuffs are distributed in or from 
bags, each of which is labeled in Arabic to indicate that the contents are a gift 
from the people of the United States to the recipients. 





ASCERTAINING MOROCCAN VIEWS ON U.S. AID 


Senator Lone. Have you undertaken to apprise yourself of the ex- 
tent to which the people of that area are acquainted with the benefits 
of this [deleted] amount a year / 

Mr. Ditton. In detail, the Ambassador on the post seems to be sat- 
isfied. I get my information back from him. 

Senator Lone. Would the reporter please read the question back? 

I do not think the answer is responsive. I would like to know what 
the witness thinks. 

(The question was read by the reporter. ) 

Mr. Ditton. Not beyond what I received in the reports from the 
Ambassador. 

Senator Lone. Can you recall offhand what information you have 
received about the general understanding of the people, or specifically 
about any particular instance in which the people have been well 
apprised of the benefits ? 

Mr, Dron. I think in Morocco, my impression is, that probably 
there is less realization than there is in some other countries. 

Senator Lone. Just to see how far we are getting with this, would 
you have any objection to providing transportation for someone nomi- 
nated by this committee—and I would hope to be able to offer some 
suggestion—to go over to those countries and see whether the people 
really feel they are benefiting by this program ¢ 

Mr. Ditton. We would be delighted to have you go, but we have 
no transportation to provide. The State Department is not given 
transportation to provide. We would be delighted if you went, and 
we would facilitate your visit and we think it would be an excellent 
idea. 

Senator Lona. I do not think I can go. I am busy, Mr. Secretary. 
But I believe I can find some people who can speak the language, 
who are intelligent and loyal, patriotic Americans, who would have 
the ability to go there. I might even be able to find someone in your 
Department or the Department of Defense. 

Mr. Ditton. Sure. 

Senator Lone. Would you be amenable to a request made of the 
Military Air Transport Service for transportation to get them there? 

Mr. Drtion. Some friends of yours to— 

Senator Long. I had no particular person in mind. 

Mr. Ditton. Obviously, anyone that the committee desires to send 
out there, we would be only too delighted, and we would join in 
suggesting to the Military Air Transport Service to provide them 
transportation. 
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AID PROGRAMED FOR ETHIOPIA AND LIBYA 


Senator Lone. Mr. Secretary, there is this classified matter about 
assistance to Ethiopia which I would like to ask about. Just what is 
that? I am looking at the presentation book. Do you have that 
before you? 

Mr. Ditton. Yes, I have it before me. The classified statement 
reads that: 

| Deleted. ] 

There is a very important U.S. communications facility which is 
of extreme importance to our defense communications throughout the 
Mediterranean in that area, in Ethiopia—my friend, Mr, Shuff, is 
he still here? He can tell you more about it, but it is vitally impor- 
tant for the Department of Defense, and certainly our assistance to 
Ethiopia is helpful in maintaining the ready use and access to that 
facility. 

Senator Lone. How much do you have in there for that? 

Mr. Ditton. How much do we have in—— 

Senator Lone. For Ethiopia. 

Mr. Ditio0on. Ethiopia. Proposed for 1960 [deleted]. That is 
special assistance. There is probably a technical assistance program, 
too. Technical cooperation is $5 million, special assistance [ deleted }. 

Senator Lone. What else have they received ? 

Mr. Ditton. Military assistance, [ deleted ]. 

Senator Lone. How much defense support ? 

Mr. Ditton. Nothing. 

Senator Lone. That seems to be a relatively low figure in Ethiopia. 
Why do you feel such a small amount is needed? Are there not a con- 
siderable number of people in that country? Can someone give me 
the population of Ethiopia offhand ? 

Mr. Ditton. Yes. It 1s 18 million people. 

Senator Lone. That seems odd, only about the amount of [deleted] 
for Ethiopia and the amount of [deleted] for Libya. Why is so 
much more needed in Libya? Libya has a population of about a mil- 
lion and a half, as I recall. Ethiopia’s is about 18 million. [Deleted.] 

Mr. Ditton. In Ethiopia they have a relatively self-sufficient econ- 
omy with relatively balanced export and import trade. Libya so far 
has had little to export, and most of their needs have to be imported. 

I would like to point out that in the case of Ethiopia, which has 
a big population, we have a relatively good-sized technical assistance 
program there of $5 million because before you can go ahead with 
spending large money on development projects, industrialization, or 
anything of that. kind, you have to create the technical capabilities, 
and that is what our technical assistance program is directed toward. 

Senator Lone. They had their program going along for a number 
of years, and it would seem strange to me that here is 1 country with 
10 times as much population as another country getting 10 percent 
as much money because, we are told, that they are more self-sufficient, 
[deleted] and that we must spend 5 times as much in technical assist- 
ance to get ready to spend [deleted] amount for economic aid. That 
seems strange. It would sound somewhat like the mountain bringing 
forth the mouse. 
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Frankly, sir, that kind of reminds me a little bit of the time when 
Senator Phogbound went to investigate the situation in Lower Slob- 
bovia. You will recall they needed 5 million rasputniks, and he was 
only able to find 1 million. Once a hamburger was delivered. Of 
course, Senator Phogbound ate the hamburger. 

So I would certainly hope that we would be able to get more value 
received. 

ROADBUILDING IN LIBYA AND CAMBODIA 


Are you familiar with the fact that the Libyans are interested in 
building a road to Fezzan ? 

Mr. Ditton. I have heard that; yes. 

Senator Lone. Do you have any idea what it would cost? 

Mr. Ditton. That is a very expensive road, and we do not think 
it is economically necessary. [ Deleted. | 

Senator Lone. My impression was that Fezzan is an inland Pro- 
vince. At the moment I forget the name of the other two states. 

Mr. Ditton. Cyrenaica and Tripolitania. 

Senator Lone. My impression was that to get to that third state, 
which was Fezzan, they had very little, hardly any transportation to 
get there, and they wanted a road to get to their third state. 

| Deleted |. 

Mr. Ditton. The population is not great in that third state, but it 
may well be if there are successful developments in some oil explora- 
tions going on down there, that would be reason for building a road. 

Senator Lone. If that is to be done, would it occur to you that it 
would be good, if we are paying for it, to erect a big signboard here 
and there, saying this is being constructed as part of this assistance 
program ¢ 

Mr. Ditton. We very much believe that. We are actually opening 
a road on the 20th of May in Cambodia that was constructed with our 
assistance, and it is called Friendship Highway—the American-Cam- 
bodian Friendship Highway—and there will be very large ceremonies 
to dedicate this. This is a very important road. At least it gives 
them their only access to the sea, and we will get full credit among 
the Cambodian people. 

Senator Long. What is the prospect of erecting some kind of a 
monument or sign on that highway and trying to spell out, in language 
that the people can understand, what the purpose of it is? You do 
not need one every mile, but it seems to me as though it might be de- 
sirable to erect one somewhat like the Mexicans have erected on their 
highway leading toward Mexico City. 

Mr. Ditton. There may well be such a thing, and I think it is a 
good idea. 

Senator Lona. I recall some comment from the book, The Ugly 
American—I am sure you are familiar with it, and I have seen some 
State Department reaction to the book, which disclaimed certain 
things that were said in the book. 

One point made in the book was that when some grain was delivered 
to some persons, the Americans could not speak the language, and 
when the grain went to a weighing station, the Communists slapped 
on the Communist message saying that this was a gift from the Soviet 


Union. 
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The authors of the book gently explained that this illustration they 
had in mind actually related to the case where tractors were delivered 
to Pakistan and the symbol placed on the tractors was a hammer and 
sickle. 

The State Department reaction was that this showed how ridiculous 
the criticism was, because anyone knew what a hammer and sickle 
was, even if they did not read the language. Of course, the authors 
of the book might react and say if you did not see the tractor again 
after the hammer and sickle was put on it, it would not make any 
difference. 

But, on the other hand, are not most of these commodities—whether 
the item be grain to assist the people of a nation or tractors or some 
other manufactured goods—sold to the people rather than given to 
them ? 

Mr. Ditton. I think that is the general procedure, yes. 





PUBLIC LAW 480 PROCEDURES 


Senator Lone. If you provide a fishing boat, for example, to help 
the Koreans build up their fishing industry, do you not turn that 
over to the Korean Government and permit the Korean Government to 
sell that to a fisherman ? 

Mr. Ditton. I think that is the regular system, that is right. 

Senator Lone. As far as that fisherman is concerned, or that farmer, 
or that hungry person needing grain, if they have to dig down and 
pay their hard-earned money for it, can you tell me, what difference it 

makes to them whether it has a handshake symbol on it or the symbol 
of a hammer and sickle ? 

Mr. Ditton. Because they would not have been able to purchase it 
at all 

Senator Lone. Well, can you understand there might be some mis- 
understanding about that matter when a person has to dig down and 
take his last nickel to pay for food, although he is hungry and he is 
glad to get the food, and someone comes around later and says, “I can- 
not understand why you react so unfavorably to me. I helped you 
when you were hungry. I came to your aid.” And he says, “Yes, 
you came to my aid, for a price. I paid through the nose for that 
grain.’ 

Did it ever occur to you that in cases of that sort, those people do 
not have any reason whatever to see why they should feel any sense of 
gratitude for this program ? 

Mr. Ditton. In cases of famine or difficulty of that sort, under title 
II of our Public Law 480 program, we often do give the food away. 

Senator Lone. It has been given on occasion to individuals? 

Mr. Ditton. That is right. 

Senator Lone. How often is that the case? 

Mr. Ditton. That is only the case where there has been a natural 
disaster, famine relief, something of that nature. 

Senator Lona. That is the unusual case. 

Mr. Ditton. Well, in other cases the very substantial amounts of 
our aid, our grain and things, that go out through title III, which is 
the voluntary agency program, such as CARE, are packed up and 
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given as gifts throughout the country. That makes a very extensive 
impression in many places. 

Senator Lone. Do you administer the CARE program? 

Mr. Ditton. We do not administer it. CARE is a private or- 
ganization which administers it, but the United States makes these 
agricultural surplus commodities available to CARE, gives them to 
them so that they can in turn pack them up and give them to the 
people. 

We also pay some of, the bulk of the transportation costs of getting 
these things to the country that they are going to be distributed in, 
the government. 

Senator Lone. Does the famine relief program partake of the na- 
ture of the exceptional situation, or is that the more usual situation 
where the public receives the food without paying for it? 

Mr. Ditton. Well, in volume, more food goes out through Public 
Law 480, title I, which is where it goes through normal commercial 
channels when it gets to the country, than the other two titles, title IT 
or title III, but both of them are still substantial. 


DISAPPOINTMENT WITH FOREIGN AID PROGRAM 


One other thing I would like to say, Senator. You have remarked 
a couple of times about the programs I administer. I am responsible 
for the overall policy direction of the programs, but I do not ad- 
minister any of them. 

Senator Lone. Do you have some responsibility if they are being 
administered in a very inadequate fashion ? 

Mr. Ditton. That is correct, naturally. 

Senator Lone. Mr. Secretary, the disappointment that I have felt 
about this foreign aid program has been that there is a general feel- 
ing among the masses of the people in this country and among the 
masses of the people in foreign lands, that this is a deal whereby the 
heads of government benefit very greatly. There is a feeling on the 
part of people who have relatives overseas that we do not give this 
money to little folks; that we give it to some big fellow and he more 
or less handles it as he thinks best and according to his best dis- 
cretion, which is usually to put it in a bank vault and keep it there 
against hard times. 

Now, my feeling is that this could be a very fine program if it were 
shaped up so that the real American ideals were shining through 
this program and the people could see what we are trying to do; that 
when things are sold, rather than given to the poor, the money from 
these sales should be taken and used a second time and a third time 
and a fourth time, and continue to revolve and operate for the benefit 
of the kind of things that America believes in. 

My disappointment with the program has been that it oftentimes 
has created more enemies than friends, and oftentimes created 
criticism and ill will. 

That is perhaps one of the reasons why this Senator has voted 
against the aid program. If you want to comment on it, you can. 
That was my objection to this program, and I thought you might want 
to discuss it. 
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There is another question I would want to discuss with you, but 
I do not want to put this on the record one way or the other. 
(Off the record. ) 


Senator Lone. Those are all the questions I have, Mr. Chairman. 
MILITARY ASSISTANCE PROGRAM IN ETHIOPIA 


Senator Cuurcnu. Thank you, Senator. 
Mr. Secretary, I want to express the gratitude of the committee for 
our time this morning, and for your cooperating so well in response 
to the questions put to you, and I am exercising the prerogative of the 
Chair in asking one other question with respect to the military as- 
sistance program in Ethiopia. 

I am sorry to see a military assistance program in the African 
continent particularly now when it so desperately needs economic as- 
sistance and has so little need for a military establishment. 

Is it anticipated that this program will continue from year to yea 
orisit atemporary program? What is the attitude of the Dep: wena 
with respect to it ? 

Mr. Ditton. The attitude of the Department is that this program 
was judged to be necessary [deleted] and we have felt this is a situa- 
tion where the Emperor of Ethiopia feels very strongly that he wants 
this, that he needs this. He has stood up on our side in various in- 
ternational crises. In the Suez crisis they were very stanch. They 
were afraid at that time, they may be less so now, of expansionism 
from Egypt, and they saw the Egy ptians getting many fast, modern 
Russian airplanes, and they said ‘they just had to have something to 
protect themselves. 

We recognized his feeling. We counseled against the thing, but he 
insisted, and finally said he would have to get protection elsewhere if 
we would not give it to him. 

The Russians are active in Ethiopia. They have a hospital there. 
It has been there for a long time. They have a mission there. And 
finally a decision was made that it was just necessary to grant some 
military assistance, the minimum that we could get by with, for 
that reason. 

Senator Cuurcu. Well, many thanks again for coming and for 
staying as long as you have. 

Mr. Ditton. Thank you, Mr. Chairman. 

(Whereupon, at 1:25 p.m., the committee adjourned.) 
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THURSDAY, MAY 14, 1959 


U.S. Senate, 
CoMMITTEE ON Foreign RELATIONS, 
Washington, D.C. 

The committee met, pursuant to adjournment, in executive session, 
at 10:15 a.m., in the committee room, U.S. Capitol Building, Senator 
J. W. Fulbright (chairman) presiding. 

Present: Senators Fulbright, Mansfield, Lausche, Church, Aiken, 
and Carlson. 

Also present: Charles H. Shuff, Deputy Assistant Secretary of 
Defense. 

Senator Futsricur. The committee will come to order. 

We have this morning a hearing on the Mutual Security Program. 
Present are Mr. Roy R. Rubottom, Jr., Assistant Secretary of State 
for Inter-American Affairs, Mr. Rollin 8. Atwood, Regional Director 
for Latin American Operations, ICA, and Brig. Gen. Frederick O. 
Hartel, USA, Regional Director of Western Hemisphere, Office of 
Assistant Secretary for International Security Affairs, Department 
of Defense. 

Mr. Rubottom, we are very glad to have you. As you have gathered 
from the press and other reports, the program is in considerable 
difficulty. I hope you will be able to persuade the committee that it 
isnot quite time to abandon it. 

Will you proceed, please ? 


STATEMENT OF ROY R. RUBOTTOM, JR., ASSISTANT SECRETARY OF 
STATE FOR INTER-AMERICAN AFFAIRS; ACCOMPANIED BY 
ROLLIN S. ATWOOD, REGIONAL DIRECTOR FOR LATIN AMERICAN 
OPERATIONS, ICA, AND BRIG. GEN. FREDERICK 0. HARTEL, USA, 
REGIONAL DIRECTOR OF WESTERN HEMISPHERE, OFFICE 
OF ASSISTANT SECRETARY FOR INTERNATIONAL SECURITY 
AFFAIRS, DEPARTMENT OF DEFENSE 


Mr. Rusorrom. Mr. Chairman, thank you very much for the oppor- 
tunity to appear before this committee. 

I have just returned from more than 2 weeks in Buenos Aires and 
Santiago. In fact, I hurried my return in order to be here for this 
hearing. 


COMMITTEE OF TWENTY-ONE MEETING IN BUENOS AIRES 


The purpose of my trip was, first, to represent the United States, 
along with Assistant Secretary Mann and Assistant Secretary Upton 
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and Ambassador Randall, at the meeting of the Committee of Twenty- 
one in Buenos Aires which was, you might say, the climax of the 
“Operation Pan-America” which was put into motion by President 
Kubitschek nearly a year ago. 

At that meeting, I think we achieved new highs in inter-American 
cooperation, partic ‘ularly in the economic field with respect to financ- 
ing of economic development, both public and private, commodity 
problems, common market aspirations, country studies that might 
lead the countries to a more knowledgeable approach to their economic 

a) 
problems, technical assistance, and a number of other things. 


DISTINCTIVE NATURE OF EACH OF LATIN AMERICAN REPUBLICS 


I was struck there, as I am frequently, with the highly distinctive 
and individual nature of each one of the Latin American Republics. 
I think there is a tendency sometimes on the part of those who talk 
about Latin America, and even those of us who work with Latin 
America, to group the 20 Republics to the south of us in one big sort 
of nebulous group without realizing the extent to which each one of 
these countries has a different cultural, political, social, and economic 
background. To the extent that I can, I try to bear those distinctions 
in mind, and call on those of my colleagues who are working in this 
field in the Department to do the same. 


ROLE OF U.S. AMBASSADORS IN LATIN AMERICA 


In addition to the meeting in Buenos Aires, I also attended a 3-day 
meeting of our Ambassadors in the 10 South American Republics in 
Santiago. I think it was a very, very successful meeting, from my 
standpoint, and from the statements made by the various Ambassa- 
dors, I believe it was from theirs. 

We were able, and particularly the Ambassadors who are working 
in one setting, to open up the lens to a wide-angle approach to the 
problems of ‘their countries as they relate to the other countries of 
Latin America rather than having the more narrow lens focus which 
they normally have. 

Le ame back more struck than ever with the tremendously opera 
and unique role which diplomacy can play in the relations with other 
countries, and particul: arty the vital role of our Ambassadors, and I 
would like to say that I was very impressed with the high quality of 
our representation in the South American Republics, just as I was 
with the representation of our people in Central America, Mexico, 
and the Caribbean Republics at the meeting in San Salvador just a 
month ago. 


ECONOMIC STABILIZATION PROGRAMS IN LATIN AMERICA 


If you are interested in two or three of my impressions before I 
read this rather brief statement which I think is boiled down to the 
absolute fundamentals and which I intend to read, I will be glad to 
pass on just a few of the impressions that I brought back from the 
meeting. 

The Coarrman. Certainly. 
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Mr. Rusorrom. On the favorable side, I was struck by the progress 
that is being made in three or four countries which are making heroic 
efforts to carry out stabilization programs in the broadest sense in 
the economic field. Needless to say, these programs have great im- 
pact in the social and political sectors as well, and it takes great 
courage on the part of the chiefs of state, and the other members of 
the government as well as the people, to carry out such a program. 


STABILIZATION PROGRAMS IN ARGENTINA, COLOMBIA, AND CHILE 


Just to mention three or four of them, the Argentine program itself 
has obtained quite a bit of attention in this country in the last few 
months. It is in full swing, and one can feel the effects while he is 
there. 

On May 1, President Frondizi made a speech to the Congress, his 
State of the Union message, in effect, which was a very hard-hitting, 
impressive speech, calling on the people to continue their efforts 
Saier his leadership to achieve the ends of economic stabilization. 

I think that there is just no way of avoiding this kind of tremen- 
dous effort and sacrifice, if you please, after a country has gone 
through such a long period of economic mismanagement, with all the 
political and the social after-effects as well, as was the case of 


ne 

n Colombia, which I didn’t visit this time but which I did visit 
in February, the program of austerity and economic stabilization is 
well into its second year. They have made a truly remarkable rec- 
ord, not to mention carrying out this program through the difficult 
period of political transition from the dictatorship of the previous 
a through the provisional government, headed by a five-man 
military junta, to the inauguration last fall or late summer of Presi- 
dent Lleras Camargo. 

As for Chile, negotiations have been going on for the past month 
or two for funds to complement a stabilization program there. Much 
progress was made in the 214 years of stabilization in 1956 and 1957, 
and part of 1958, but the momentum was lost there during the last 
half of 1958. President Alessandri, who is a widely known and 
highly respected businessman, and who is the son of a former Presi- 
dent of Chile, was elected in a very close election and was inaugurated 
early this spring. I believe that he is determined to carry forth this 
stabilization program to halt the inroads of inflation which have been 
bothering Chile for more than 20 years. 


ECONOMIC PROGRESS IN ECUADOR, PERU, AND VENEZUELA 


Ecuador has given very good management to its economic affairs, 
and is continuing to progress. 

Peru has problems with its trade; especially since the commodities 
that it produces have been in difficulties, lead and zinc, cotton, just 
to mention two or three, and those in turn have created problems in 
the relations between Peru and the United States. I think we are 
on the way to attacking those problems where we have the greatest 
chance for success. This has been one of the outgrowths of this Oper- 
ation Pan-America effort where, through consultation, through in- 
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ternational discussion, and all of us putting our cards out on the table, 
we have progressed toward mutually satisfactory solutions to these 
problems. 

I think I should mention the progress that is being made in Vene- 
zuela, where they had a difficult political transition also, and where 
the military contributed vitally to the transition from the dictator- 
ship to the inauguration of a freely elected President just recently. 
That country has economic problems also, notwithstanding its tre- 
mendous natural resources which are so well known. 


PROBLEMS IN URUGUAY, ARGENTINA, AND BOLIVIA 


On the problem side, it was a depressing spectacle to see the effects 
of the terrible floods, in Uruguay especially, and only to a slightly 
lesser extent in Argentina. In the flight from Antofagasta to Buenos 
Aires, we went down the Parana Valley, and the flood has brought 
disaster of unprecedented proportions to Uruguay. In a country 
which has already had its own share of problems on the economic 
side, this has been extremely unfortunate. 

Brazil has economic problems, particularly in the field of combat- 
ing inflation and in its efforts to achieve stabilization, with which you 
are acquainted. We have the problem in Bolivia of trying to assist 
that country in its efforts to become economically viable, a problem 
with which you are acquainted. I have hopes that with our assistance 
they can gradually make progress. 


TENSIONS IN CARIBBEAN AREA——-ATTEMPTED INVASION IN PANAMA 


Then there is, of course, the tension in the Caribbean area which, 
I think, has built up to rather high level in these last few months, per- 
haps reached its apex in the effort to invade Panama. There the 
Organization of American States acted with its usual alacrity and 
thwarted this attempted invasion. I think it achieved another out- 
standing victory in the political security field, one in which it has been 
getting added experience year after year ever since the Rio Treaty 
of 1947 and the charter of the Organization of American States in 
1948, 

Senator Arken. Who were the invaders of Panama? What were 
they, really ? 

Mr. Rusorrom. I think that of the approximately 80 men over 70 
of them were Cubans. 

Senator Arken. Adventurers, largely ? 

Mr. Rusorrom. Largely adventurers and revolutionary elements 
who apparently thought they had some chance of being given a warm 
welcome there, and perhaps thought they might provoke the unilateral 
intervention of the United States. This, of course, was frustrated 
by the way this whole matter was handled. You will recall that I 
explained to the Subcommittee on Latin America, a few days before 
I left for South America, the extent to which Panama had prepared 
its case. We had consulted with the Panamanians and a number of 
the other countries in the Organization of American States, and when 
this finally happened, the Organization of American States was ready 
to move. 
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COMMUNIST PENETRATION IN LATIN AMERICA 


I don’t want to finish this brief rundown without mentioning also 
the effort of the Communists continually to intervene, to infiltrate 
and penetrate Latin America through open means wherever they can. 
They have three good-sized diplomatic missions of their own in Mex- 
ico, Uruguay, and Argentina. I think they have been set back in 
those missions by recent actions on the part of the Government of 
Mexico and the Government of Argentina. Nevertheless, both openly 
and, of course, covertly, or under cover, I think that their goals are 
the same in Latin America, that is, against the free world, that they 
are elsewhere. 

I think it was rather striking that at the very time this Committee 
of Twenty-One was meeting here in Washington, a working group 
preparing the resolutions that were eventually put on the table in 
Buenos Aires for action by the senior delegates, 19 of the Communist 
Party leaders in Latin America had just gone to Moscow to receive 
their annual instructions, and of those 19, 12 of them went on to 
Peiping. 

I think that there is a rather striking contrast in the way the Com- 
munists try to achieve their ends and that of the free world, and par- 
ticularly with this inter-American system, which works to achieve 
its ends by democratic processes, where 21 free and independent na- 
tions sit around the table, each with an equal vote. 

Senator ArkeNn. Did any go from the Guianas? 

Mr. Rusorrom. When I said 19, I was thinking of the American 
Republics, but I wouldn’t be surprised if somebody had gone from 
the Guianas. 


FUNDS REQUIRED FOR MUTUAL SECURITY PROGRAM IN LATIN AMERICA 


Now with respect to the Mutual Security Program for Latin Amer- 
ica for fiscal year 1960, we are requesting funds to conduct programs 
of military assistance in the amount of $96.5 million, $25 million of 
which represents credit financing and will be repaid, technical coop- 
eration in the amount of $43.7 million and special assistance to a total 
of $27.6 million. In addition, we are again requesting an additional 
$1.5 million to be used as our annual contribution to the technical 
cooperation program of the Organization of American States. 

With regard to the increases for military assistance and technical 
cooperation, a considerable portion of the first represents reimburs- 
able aid and the increase in the second demonstrates Latin America’s 
need for expanded technical assistance and our growing competence 
to provide it. There is but a slight increase in special assistance over 
fiscal year 1959 and this aid level is substantially below that for fiscal 
year 1958. 

OUR SPECIAL RELATIONSHIP WITH LATIN AMERICA 


I do not believe it necessary to go into detail regarding our special 
relationship with the countries to the south of us since this has been 
developed to a considerable degree in the Latin American portion 
of the unclassified summary presentation booklet, the “Blue Book,” 
which you have received. Moreover, additional details on this sub- 
ject are included in the individual country discussions in the classified 

40110—59—pt. 1——-35 
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presentation books which you have before you. I shall therefore 
limit my remarks in this respect to emphasizing, (1) the strategic 
importance of Latin America from the viewpoint of hemispheric de- 
fense, (2) the abundance of its resources on which the progress of our 
own economy depends to a considerable degree, and (3) the impor- 
tance of Latin America as a market for U.S. goods and services and 
as an area of heavy concentration of U.S. investment. 

I likewise desire to stress the significance of the support which the 
Latin American governments have given to the cause of the West in 
the United Nations and in other ways—a support which is of vital 
import to the free world. 


MILITARY AND TECIINICAL COOPERATION REQUIREMENTS OF LATIN 
AMERICA 


Latin America’s grant aid military requirements from us are small 
in terms of our global necessities and are related wholly to problems 
of hemisphere defense. I feel that our request for fiscal year 1960 is 
the least we require to meet our commitments and to carry forward 
certain programs already authorized under existing legislation. 

As concerns technical cooperation, you are aware of the increasing 
recognition by the Latin American Republics that one of the major 
obstacles to their more rapid advancement in the economic field is 
the lack of trained technicians throughout the whole range of tech- 
nology from the simpler forms of mechanical skills to the more com- 
»lex fields of fiscal planning and management. This has been high- 
lighted by activities recently undertaken through “Operation Pan 
America” where emphasis has been laid on the need for greater eco- 
nomic stability through rapid advances in technology. Although 
“Operation Pan America” visualizes a multilateral approach in many 
ways, it is quite evident that the United States will be called upon for 
major contributions in terms of both finances and skilled human re- 
sources, and that our technical cooperation program will continue to 
be of great value in filling the inevitable gap between planning and 
achievement. 

In addition, there is a continuing and frequently critical need in 
the area for better health and sanitation conditions, for the provision 
of educational facilities available to all, for the diversification and 
betterment of food supply, and for improvement of transportation fa- 
cilities without which little economic progress on a broad scale can 
be made. 

For the attainment of these fundamental objectives to a degree 
which will contribute to a relatively rapid improvement in both social 
and economic conditions throughout Latin America, we must stand 
ready to increase our technical cooperation until such time as the in- 
dividual countries can gradually assume greater responsibility and 
gain technical proficiency in these fields. 


LATIN AMERICAN DESIRE TO SHARE HEMISPHERIC DEFENSE 


All Latin American countries possess military or para-military 
forces and a military tradition dating from the colonial period, during 
which most of them, like the United States, won their independence 
by force of arms. Like all independent and self-respecting nations 
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on do not hold lightly their sovereign right to acquire and bear arms 
efense against aggression. 

is the “beginning of World War II, Latin American countries 
have sought to reorient their armed forces toward collective hemi- 
spheric defense. They have manifested this interest by requesting 
U.S. military training missions, which are now assigned to 18 coun- 
tries; by requesting the training of their military personnel in U.S. 
military schools; by procuring standard U.S. equipment; and by 
agreeing to utilize certain of their military units for the performance 

Sasltective defense missions in accordance with bilateral agreements 
which we have concluded with 12 countries. 

All of our military programs are responsive to the desire of Latin 
American countries to share as a common obligation the responsibili- 
ties of hemispheric defense. The programs are carried out within 
the context of the Rio Treaty and the planning of the Inter-Ameri- 
can Defense Board. They are necessary to complement and give 
force to the Rio Treaty and our other arrangements with Latin Amer- 
ican countries for defense of the hemisphere. 


MILITARY ASSISTANCE PROGRAMED FOR LATIN AMERICA 


We propose a total expenditure of $96.5 million during fiscal 
year 1960 to continue the present programs. A substantial part of 
this total ($25 million) is for credit financing. Since the latter sum 
will be recovered by the United States, it does not represent a net 
U.S. expenditure. The rem: uning $71.5 million is for U.S. training 
and equipment to be provided in ‘support of military units which 19 
countries have agreed to maintain for the performance of hemispheric 
defense missions. Some of the funds are for the reactivation of 
retired U.S. destroyers, destroyer escorts, and submarines which the 
last Congress, in Public Law 85-532, authorized for transfer to several 
Latin American countries on a 5-year renewable loan basis. Latin 
American countries which acquire these ships will be able to retire 
some of their obsolescent vessels and develop a more effective naval 
patrol capability. 


TECHNICAL COOPERATION ACTIVITIES CONTEMPLATED 


Our major technical cooperation activities in Latin America will 
continue to be in the fields of agriculture, education, and health and 
sanitation, programs which in these three areas account for 60 per- 
cent of the proposed bilateral appropriation. Other areas of con- 
centration are in the fields of public administration, industry and 
mining, and transportation, while labor activities, community de- 
velopment, social welfare, housing and miscellaneous items make up 
the balance. 

The 1960 program proposes modest increases in all of these fields, 
the largest being in the field of education which shows an increase of 
slightly more than $2.2 million. Almost half of this amount is pro- 
posed for the improvement of Brazilian educational institutions. A 
tabular exposition of the program by major categories as proposed 
for fiscal year 1960 and as compared to those of the previous two 
fiscal years appears on page 11 of the classified presentation book. 
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The 3-year economic assistance programs in a country-by-country 

breakdown are set forth on page 9. This latter table demonstrates 
that all but 4 of the 20 Republics will share in the general increase, 
although in varying degrees, and that there is a relatively substantial 
increase requested 1 in the regional program funds. 

This latter increase, amounting to approximately $2.3 million, is 
accounted for largely by one major item involving the proposed 
expenditure of $1.8 million for surveys and studies in the various 
countries to establish the economic and technical feasibility of projects 
which could be advanced for external financing by private or public 
sources. Further details regarding this project are given on page 
280 of your book. 


NEED FOR INCREASED DEVELOPMENT LOAN FUND RESOURCES 


We believe it essential that the resources of the Development Loan 
Fund be increased and that they be made available for use in Latin 
America in substantially greater volume in the future. As of March 
31, loans had been approved to 14 Latin American countries for a 
total of $63,140,000. These loans are for projects which include 
highway construction, utilities, resettlement projects, transportation, 
airport ‘design, a waterworks, rubber production, a sugar mill, irriga- 
tion, and general economic development. ‘This amount, however, is 
but a fraction of the loan aid which has been sought of the DLF 
by Latin American countries, and it is apparent that their interest 
in the loan potential of the Fund has been increasing far beyond its 

‘apacity to provide assistance. 


SPECIAL ASSISTANCE FOR BOLIVIA AND HAITI 


Our requests for special assistance funds are based upon two in- 
dividual country requests and an amount for regional assistance. 
This latter will be utilized for an extension of our activities in help- 
ing to establish military engineering construction units for the 

carrying out of much-needed public works of a civilian nature and in 
the strengthening of public safety facilities in certain countries. 

The amounts sought for special assistance to Bolivia and Haiti 
have been determined after intensive study of those countries’ mini- 
mal requirements. In both countries precarious economic situations 
have been characterized by an acute shortage of monetary reserves, 
budgetary imbalance, and a critical balance-of-payments situation, 
all of which threaten the continued existence of constitutional govern- 
ment and augur both economic and political chaos unless aid is 
promptly extended. In the case of each, the balance-of-payments 
difficulty has arisen largely as the results of a decline in world demand 
and prices for their major export commodities. Bolivia has always 
depended upon sales of tin and other nonferrous metals for its major 
export earnings while more than 60 percent of Haiti’s foreign ex- 
change earnings come from sales of coffee. Sagging world prices 
for these commodities, plus, in the case of Haiti, a decline of about 
40 percent in the current coffee crop, due to cyclical and climatic 
factors, have made a severely adverse impact on the local economies. 

Our ‘aid program for Bolivia is under critical review and its 
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continuation is, of course, based on the assumption that the Govern- 
ment of Bolivia will cooperate fully in carrying forward appropriate 
measures to restore economic stability through its own efforts as well 
as with our help. 

The long-term solution to Haiti’s problem is a broadening of its 
economic base and stimulation of production. Raising standards of 
living will contribute to greater social and_ political stability. 
Meanwhile, the judicious use of the grant aid funds requested 
for balance-of-payments support and selected developmental work, 
along with long-term loans for investment in basic facilities such as 
roads, power, irrigation, and communications, will help to bridge 
the gap. 

Thank you, Mr. Chairman. 

The CuHarrman. Thank you, Mr. Rubottom. I have one or two 
questions. 


REGIONAL INSTEAD OF COUNTRY-BY-COUNTRY DEFENSE APPROPRIATIONS 
FOR LATIN AMERICA 


What would be the reaction of the Department and your reaction, 
to regionalizing the Latin American defense program, so that instead 
of appropriating money for each county, we give money for a regional 
defense organization under the OAS? 

Mr. Rusorrom. To the extent that we participate in the Rio Treaty, 
with all the other countries of the Americans, we do have a regional 
defense approach to the problem. 

I think, however, merging or blending the military forces on the 
hemisphere into a single unit without respect to their nationality 
and the military traditions in their respective countries would be 
extremely difficult to accomplish. 

I can imagine over a long, long period of time that something of 
the nature might eventually evolve. The Inter-American Defense 
Board has been working here for many years engaged in hemisphere 
defense planning. There has been some talk about setting up a 
hemisphere defense college. However, as a short-term or medium- 
term goal, I view the suggestion as being one almost impossible to 
carry out. 

The CuarmMan. Would you then suggest that we cut out altogether 
defense authorizations and appropriations for regional groupings? 
You say on page 3 that Latin America has sought to reorient its 
armed forces toward collective hemispheric defense. Haven’t we 
done that under NATO? Isn’t NATO a regional grouping of na- 
tions’ forces? We have done that there, haven't we ? 

Mr. Rusorrom. There is a rather basic difference. The NATO 
organization, I think, was responsive to a military necessity, and it 
is, in spite of its political ties and its political organization, basically 
a military organization. 

The Organization of the American States began as a very, very 
loose grouping, as you know, about 80 years ago, and has gradually 
evolved to where perhaps in a political sense it is the most advanced 
of the regional grouping of states. 

Of course, Brazil and Mexico actually participated in World War 
II, and Colombia in the Korean war. The Organization of American 
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States has given some emphasis to the military side, but it is not a 
military organization in the sense that the NATO organization is, 
by any means. 


PERPETUATION IN LATIN AMERICA OF UNWANTED REGIMES 


The Cuatrman. Granted that it isn’t now. 

I think there is a great sentiment against the way military assist- 
ance has been carried on in Latin America. ‘This isn’t new. Nearly 
every year this question has been raised and great opposition to it 
has been expressed by members of the committee. 

So far as I am concerned, I have very strong reservations about it. 

I think I might personally be very interested in trying to channel 
our efforts into a regional defense organization, because I think some 
defense is justified, but my main objection is the apparent assistance 
we lend, iSoomah this program, to the perpetuation of regimes in 
countries that don’t want those regimes. Cuba is an example. 

We have received very serious criticism for our arms aid program 
in Cuba, and I think rightly so. We also received criticism for our 
support of the previous regime in Venezuela, and I suppose we 
will for any other dictatorship that arises. I personally have very 
little interest in continuing this military program as now set up in 
South America. 

Mr. Rusorrom. Could I address myself, then, to the fundamental 
question which you have raised, Mr. Chairman ? 

The CuarrmMan. Yes. 

Mr. Rusorrom. I realize the extent to which you and others have 
considered it. 

The Cuarrman. This is not the first time it has been raised. 


REASONS FOR MILITARY ASSISTANCE PROGRAM IN LATIN AMERICA 


Mr. Rugorrom. I would like to address myself to the basic issue 
which you have posed as to why the U.S. military programs are 
important in Latin America. 

While it is obvious, of course, that the United States plays a 
predominant role in free world defense, military strategists, certainly 
those behind the Iron Curtain as well as those of our allies, would 
not write off Latin America as being militarily unimportant. 

The human and the material resources in this vast area, which is 
the fastest growing in the world, are, of course, important to the 
free countries there which make up the area, and they need to be 
protected. And I think that until we achieve further progress down 
the road toward world peace, they are going to have military forces 
for their own protection irrespective of whether we have a program. 

But these same resources which are vitally important to them and 
to us, as mentioned in my earlier remarks, are a constant and tempt- 
ing objective, I think, to any imperialistic aggressor seeking conquest, 
and I don’t think we can rule out in the short, middle, or long term 
the possibility that the Communists might try something, although 
we don’t know what time nor what priority they may have assigned 
to Latin America. 

Now, I think—— 
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The CuarrMan. Before we get too far, I want you to understand 
what I am proposing. I don’t propose prohibiting any country from 
having its own defense forces. We don’t have that authority. All 
lam proposing is that insofar as our assistance goes, it not be given to 
local military organizations but to a regional defense group. I am 
not undertaking ‘to forbid them to have it. They would all resent 
that. 

You are addressing part of your response, at least, to the wrong 
objectives. I am not saying they should not have any assistance at 
all. But insofar as American contributions are concerned, it seems 
to me it is more defensible to say we are not going to be in a position 
of furnishing one country arms as ag gainst. another, and that our 
interest is only i in the overall defense, ‘which you usually profess to 
be the objective. 


ROLE OF MILITARY IN DEVELOPMENT OF LATIN AMERICAN DEMOCRACY— 
EXAMPLES OF ARGENTINA AND COLOMBIA 


Mr. Rusortrom. I think I would like to develop a little more fully 
one of the points to which I alluded in the summary remarks I made 
before reading my prepared statement and that is, the importance 
of the military in the development of democracy in Latin America. 

The CuatrmMan. That is a very unusual argument. I would like 
to hear that. 

Mr. Rusorrom. Following the overthrow of Peron, for example, 
in Argentina, which was accomplished by military elements, the 
transition period for over 2 years of the provisional ; wovernment was 
accomplished through the leadership of General Aramburu, and the 
Vice President of the junta was an admiral in the navy, Admiral 
Rojas, and these two men, along with the others, who were working 
with them, both military le aders and others, dedicated themselves, I 
think, without equivocation or hesitation to the return of demo- 
cratic, popular-based, freely-elected government in Argentina. 

I was in Argentina midway during ‘this period in 1957, a little over 
midw ay, asa ‘matter of fact, and I “talked to General Aramburu at 
the time, and to Admiral Rojas, and I know the dedication with 
which these men carried out their roles. Since the election and the 
inauguration of President Frondizi, they have remained steadfast. 

General Aramburu’s statements in Rio when he stopped off about 
a week or 10 days ago on his way to Europe I think reveal the high- 
est. statesmanship in calling upon all of his military colleagues and 
those elsewhere in the social and economic structure of the country, 
to respect. the vote of the people in the duly elected Government 
which is in command there. 

By the same token, the overthrow of the Rojas Pinilla government 
in Colombia, in the spring of 1957, was brought about largely 
by a popular demand in which m: ny of the military joined. The 
transition in a period of something over a year from the Rojas 
Pinilla government to the election of and the inauguration of Presi- 
dent Lleras Camar go was supervised by a military junta of five 
people, and I was there with the Vice President at the time they 
were in command, and their attitude was exactly the same as that 
with which I have just described General Aramburu. 
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QUESTION OF USING ARGENTINA AS AN EXAMPLE 


The CHarrman. It is very interesting you emphasize Argentina 
and this experience. Isn’t it a fact that we have not given any mili- 
tary aid to Argentina during this period ? 

Mr. Rusorrom. We have 

The CuarrmMan. None whatever. Isn’t that a fact? 

Mr. Rusorrom. We have given it to Colombia. 

The CHarrMan. Well, wait. You cite Argentina as a great ex- 
ample. Isn’t it a fact we haven’t given Argentina any military aid? 
Mr. Rusorrom. We haven’t given Argentina any military aid. 

The Cuarrman. Why use that as an example justifying our giv- 
ing them military aid? That is not a good argument. 

[ Deleted. ] 

It would be a great mistake, in my view, to go give assistance there, 
I think it is one ‘thing for them to have a local militia that they can 
arm with small arms. I don’t want to leave the impression that 
I believe military forces are of no significance, or that they are bad 
in any respect, but I think our influence probably would be bad if we 
gave them big destroyers or ships or tanks or jet planes, which they 
have no need for and can’t support. Then you create conditions that 
are bad for these countries. 

Mr. Rusorrom. Mr. Chairman, if I may say so, we are not pro- 
posing to give Argentina anything. [Deleted.| Argentina is a 
very proud country of 20 million people. It has an outstanding tra- 
dition in this hemisphere, and the military have played a very, very 
vital role. 

The CHarrman. Well, fine. We didn’t contribute to it, and that 
may be one of the reasons why it sustained and retained the respect 


of the people. 





GIVING MILITARY AID ONLY TO OAS 


Just taking Cuba as an example, everything I’ve heard has been 
critical of us for what we did in support of Batista. 

Mr. Rusorrom. I don’t deny that the program 

The Cuarrman. We gave military aid to Cuba and look at the 
result of our influence. We are not saying that none of them—<Ar- 
gentina or any other country—should have an army that they can 
support. All we are saying, and I think I am more inclined to that 
belief now, is that we should restrict what we do to the regional 
defense. Please address yourself to what is wrong with that. You 
keep talking about a false proposal. I am not proposing that they 
not have an army in Argentina or anywhere else. What is wrong 
with our giving military assistance only to the OAS ? 





NAVAL ASSISTANCE TO LATIN AMERICA 


Senator Arken. Mr. Chairman, I think it is important to know 
what part of the military grants or credits are devoted to antisubma- 
rine and naval operations. This would have a very important bear- 
ing on our own security, probably. It would be critically important 
to know that. 

Mr. Rusorrom. These military programs are simply designed to 

aie assigned hemispheric defense 
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roles, and in these programs there is nothing more important, or 
which has a higher priority, than the submarine patrols and anti- 
submarine controls of the countries having large coastlines. 

Senator Arken. Does Venezuela have any important submarine, 
antisubmarine potentialities? 

Mr. Ruszorrom. Yes, sir. 

Senator Arken. Because we not only have to protect the north 
coast of South America but 

Mr. Rusorrom. They have oil installations, and so on. 

Senator Arken. All Central America and the southern part of the 
United States. 

Mr. Ruzorrom. The Caribbean areas, as well. 

Senator Arken. I can see a reason for that. 

The Cuarrman. I submit to the Senator from Vermont that taking 
that as a primary objective, it seems to me it would be more equitable 
and sounder to have it done on a regional basis, since all of them in a 
sense benefit equally, instead of saying that just Venezuela should do 
it for the benefit of everybody. That would still be a good argument 
for an OAS approach, which is better than an individual country 
approach. 

enator AIKEN. Ifa good share of the grants or loans were made for 
offshore defense, that would be pretty vital to us. If they simply 
wanted to arm against each other, that 1s something else. 

[ Deleted. | 

General Harte. Recently we have returned from an exercise on the 
west coast, and the admiral who was in command of the destroyer 
Flotilla IJ and commands Task Force 88, made the following 
statement : 

They are a vigorous group. They have all of the things we like to think we 
have. 

The Cuatrrman. Who was he talking about? 

General Harret. The Latin American navies he was working with. 

The CuHatrmMan. Which ones? 

General Harrev. The navies of Colombia, Ecuador, Peru, and Chile, 
on the west coast. 





This is true in all four countries—Colombia, Ecuador, Peru, and Chile. The 
people we worked with were primarily navy. They are highly motivated, 
thoroughly dedicated. They are professional naval officers who are graduates 
of their naval academies or ours, giving a continual display of high standards 
which we like to think we have. 

The CuarrmMan. General, you are not addressing that statement to 
my question. I didn’t have any intention of questioning their valor, 
their patriotism, or anything else. 


POSSIBILITY OF REGIONAL DEFENSE SYSTEM 


What about the organization of a regional defense system instead of 
an individual country system? I don’t mean to imply that the Latin 
American military is not good or patriotic or not efficient. I didn’t 
intimate that in the least. 

The question is, Why do you say they can’t be organized and that it 
wouldn’t be equitable? Wouldn’t it put us in a more defensible posi- 
tion if they were organized on a regional basis? Just take that point. 
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Mr. Rusorrom. Actually, the relatively 
The CHatrman. What about that? Why shouldn’t these fine men te 





be _ to work together ? ai 
eneral Hartet. We have in effect what you are striving for in the a’ 
regional defense of the Western Hemisphere. tl 
The Cuairman. Why don’t we say so? That is all I want to bring st 
out. Why don’t we give the aid directly to the Inter-American Defense 
Board ? a 
Mr. Suurr. Mr. Chairman ‘i 
The CuHarrman. When the General finishes, then we will call on a 
rou. . 


General Harrex. That depends on how much aid we would give to 
this organization of what you call t 

The Cuatrman. I would like to propose we give $55 million. 

General Harret. You wouldn’t want to give 96.5 million ? 





cama . ‘ V 

The Cuarrman. I would propose you give $55 million to it; that is 4 

the amount you are asking, I believe. We would make it available to y 

the Inter-American Defense Board to be utilized in support of pro- t 
grams directly related to the defense of the hemisphere, rather than 

to each little country. i 


What do you say to that, General ? 
General Harte. We have bilateral agreements right now with each 
one of these countries. F 
The Cuatrman. Well, that is not a good response. Why should 
we continue our past policy in this regard? Why shouldn’t it be 
done this way? Youcan’t think of a good reason. 
Mr. Suurr. I can, Mr. Chairman. 


The CuarrMan. I am coming to you in just a minute. ] 
REASONS FOR FURNISHING MILITARY AID THROUGH REGIONAL DEFENSE | 
SYSTEM { 
‘ ( 
General Harter. What would that effect that we are not effecting 
now ¢ ( 
The Cuarrman. It would prevent attacks upon our policy as illus- 
trated in Cuba and Venezuela. I would hope it would prevent a repe- : 
tition of the things that happened when the Vice President went to 


Venezuela. I would hope that it would prevent the anti-Americanism 
which resulted from our supporting undesirable regimes in country 
after country. We have gone in and allied ourselves, in the eyes of the 
local people, with whatever regime happens to be in power. 

I don’t know how we will avoid doing that if we continue this kind 
of country-by-country policy. 

The only solution I can see to this difficult problem is not to take 
sides, but to take a regional approach. Then we are not identified 
with an undesirable dictator, whoever he may be, and there have 
been a succession of them. ‘That is the reason why, I would say, I 
think we all agree our policy in Latin America hasn’t been very suc- 
cessful. The Congress appropriated $150,000 to try to find out the 
reasons. There is no question but that the policy was bad; the 
question is, Why ? 

General Harte. I think it has been a successful program. 

The Cuarman. You are about the only one who thinks so. 
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General Harret. In World War II, we lost an awful lot of stra- 
tegic materials that we normally get from Latin America, and we 
are trying to avoid that in the case of World War III, and we won't 
avoid it unless we make plans now to have a plan against this sort of 
thing, especially when we may be opposing an enemy who has a strong 
submarine fleet. 

The Cuairman. General, I am not saying we should not have plans 
against being cut off from our supply lines. I am asking why it 
would not be better to do that through a regional defense system in- 
stead of treating each individual country as a separate sovereignty 
in defense matters and arming each one? 

General Harte. Perhaps in years to come this may be a solution 
to it, but not in the immediate future. 

The Cuatrman. Why not now, if this is a good plan? What is 
wrong with doing it now? We are not at war. Should we not do 
it at a time when we are at peace? We can’t do it when we are at 
war. You have to try to think about this when we are not in real 
trouble. 

General Harret. We have these bilateral agreements with these 
individual nations and we are committed in that regard. 

The Cuarrman. I understand that. 

Of course, the Congress appropriates the money, and, when we 
do, we will help decide what to do with it. 


RIO TREATY AND MISSILE TRACKING AGREEMENT WITH BRAZIL 


Senator Lauscue. On that score, may I ask you to describe the 
Rio treaty that is mentioned on page 4 of your paper? 

Mr. Rusorrom. It is a treaty for the collective defense of the 
hemisphere whereby all of the 21 American Republics pledge that if 
there is any aggression against one, they will join in the defense of 
the country that is attacked. 

Senator Lauscue. On the subject of Brazil, I note from the pres- 
entation book on page 37, in the fourth paragraph, the statement: 

“Brazil is joined with the U.S. in a series of military arrangements 
including a special agreement providing for a U.S. guided missile 
tracking station.” 

[ Deleted. ] 

What has been our practice in the way of honoring these agree- 
ments ? 

Mr. Rusorrom. We have lived up to them, sir. Brazil had an im- 
portant role in World War 

Senator Lauscnr. Do you know of any instance where we have 
broken an agreement? 

Mr. Ruszorrom. Not with our Latin American friends. 





LEGAL BASIS FOR ENTERING INTO AGREEMENT WITH BRAZIL 


The Cuatrman. What is the legal authority for making that agree- 
ment with Brazil ? 

Mr. Rusorrom. I am sure it was done under the authority which 
the President has, in carrying out his role as the Commander-in- 
Chief, to protect the United States and prepare for its defense. 
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At the time that we had the Fernando de Noronha negotiations, 
bearing in mind that Brazi! was an important military ally of ours 
in World Wars I and II; that they had a division fighting in Italy, 
and that we had bases in many places in that country during World 
War II, we were still talking to them about the force goals for their 
military requirements under the regular military assistance pro- 
gram, and that issue had not been resolved. 

| Deleted. } 

The CHarrMan. Do you consider that since the President has 
signed this agreement the Congress has no alternative but to appro- 
priate the money to honor that agreement? Is that your position? 

Mr. Rusorrom. I am not going to try to say what the Congress 
should do, Mr. Chairman. I think that—— 

The CHatrrman. What is your attitude? 

Mr. Rusorrom. It is our responsibility to come up here and to tell 
you what the U.S. commitments are, and to undertake to explain 
and justify why we have done the things we have done, and then to 
request the funds to carry out our commitments. 

Senator ArkeN. How long does this agreement run with Brazil? 

Mr. Rusorrom. It runs for 5 years. 

Senator Aiken. When does it begin ? 

Mr. Rusorrom. January of 1957. 


BILATERAL AGREEMENTS WITH LATIN AMERICAN COUNTRIES 


Senator ArkEN. Was each one of these bilateral agreements with 
Latin American countries shaped so as to fit into the overall hemi- 
spheric defense ? 

Mr. Rusorrom. Yes, sir. 

General Harte. That is correct, sir. 

Senator ArkeN. We had some people up here from a Latin Ameri- 

‘an country not too long ago tell us they spent 25 percent of their 
national income wate hing their neighbors, so to speak, 

The Cuatrman. That is right. 

Senator Arken. And they suggested that the United States might 
do something about it, although as individual Latin American coun- 
tries they cannot do anything about it. 

The Ciamrman. An‘ambassador from one of the leading countries 
told me last week that he personally thinks it is a mist: ake to encour- 
age these individual armament races between each little country. 


INTER-AMERICAN DEFENSE BOARD 


Senator Lauscue. Might I ask, Senator Fulbright, through what 
agency you would try to create this regional system ? 12 

The Cuarrman. The OAS. I will say to the Senator that there is 
now in existence, as the General stated, an Inter-American Defense 
Board. 

Senator Lauscur. That Board is under the Rio Treaty ? 

The Cuarrman. Yes, sir; it is operating now, and the people on the 
Board are doing the planning for hemispheri ic defense. But we do not 
make any arms available to the Board; they are made available to 

“ach individual country. 
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REASON FOR NOT ALLOCATING LATIN AMERICAN MILITARY AID TO A 
REGIONAL SYSTEM 


What is the argument against a regional plan? 

Mr. Suurr. Well, you started off, Mr. Chairman, by drawing a 
parallel between the OAS and the NATO operation. I would like to 
submit to the committee the fact that all the aid that we give to the 
countries of NATO is given to the countries of NATO. The aid is 
not given to NATO as a regional organization, nor is it given to 
SHAPE as a military entity of that regional organization. 

You asked the General why the Department of Defense thought 
that maybe this wouldn’t work, and I would like to attempt to answer 
that question and supplement what he said. 

I think all 21 of these countries are represented on this Board. If 
I am correct—General Hartel, you correct me if . am not, please. 
We give military assistance to 12 of these nations. I would think if 
the Congress decided to legislate funds to the Organization of Ameri- 
can States to be allocated out among the countries of Latin America, 
it would be similar to trying to legislate human relationships, because 
I feel sure that representatives of the various countries of Latin Amer- 
ica would want their country to get a piece of it, and I think that 
where we have 12 countries now in ce military assistance program in 
Latin America, we might very well have 21. We certainly would 
have the inclination toward having 21, or more than 12, at the very 
least. 

[ Deleted. | 

Senator Cuurcn. Mr. Chairman, may I ask some questions ? 

The CuairMan. Senator Church. 


RELATIONSHIP TO HEMISPHERIC DEFENSE OF TYPES OF AID PROGRAMMED 


Senator Cnurcu. First of all, I think Mr. Shuff has made a very 
cogent argument with respect to the problem of hemispheric defense 
handled asa ee matter. 

However, I don’t think that the argument is very convincing with 
respect to the need for the military assistance program, nor for the 
service that the program is rendering the United States. 

I think there is much evidence that it is doing us positive damage. 

If we take the program on the basis that you gentlemen present 
it to us, and accept the statements of the Assistant Secretary of De- 
fense and the Assistant Secretary of State that the purpose of this 
program is to assist these countries to contribute to hemispheric 

defense, and that our interest in the program is antisubmarine de- 
fense—this seems to me to be the basis for the justification the admin- 
istration offers for this program—then I am at a loss to understand 
what possible justification there is for including within this U.S.- 
financed program one armored cavalry battalion, one inf: untry regi- 
mental combat team, one infantry battalion combat team, one air- 
borne infantry regimental combat team, five field artillery battalions, 
four engineer combat battalions, one-third Marine regimental landing 
team, four infantr y battalions, and one infantry regiment. 

What correlation do these units have to effective antisubmarine 
defense, General ? 








550 MUTUAL SECURITY ACT OF 1959 


General Harrex. They are in addition to your antisubmarine war- 
fare mission. They are smaller missions. 

For instance, they have to protect the bases of some of the raw 
material which we get from Latin America and which we will con- 
tinue to get; they have to protect the land lines of communication. 
These programs are designed to assist in such missions. Some of these 
battalions are being utilized by the countries on a dual basis, I mean, 
battalions of engineers, which are constructing roads, and helping 
their countries technically in developing their economic situation. 

Senator Cuurcu. Well, that answer does not convince me at all. 
I am for economic and technical assistance in Latin America. I have 
a great interest in development of that area, but I don’t think you 
have made a very persuasive argument for maintaining military 
forces there with American money. ; 

These military forces will be maintained. In fact, I was down at 
the economic conference at Buenos Aires, with you, Mr. Rubottom, 
and Mr. Dillon. At that conference, the head of our delegation, the 
Secretary of the Treasury, said one strong recommendation that the 
U.S. Government had to make in the interest of the welfare and up- 
lifting of living standards and economic development of South 
America was for these countries to reduce their military establish- 
ments. 

I asked Mr. Dillon yesterday if that was still the official viewpoint 
of the administration. He said yes, it was. Yet in the face of this we 
see the military assistance program for Latin America triple in size 
in 3 years. 


LATIN AMERICAN FORCES IN KOREA AND IN SUEZ AREA 


Senator Arken. May I ask a question ? 

Senator Cuurcu. Go ahead. 

Senator Arken. I was wondering if Brazil or any of the other 
Latin American countries have armed forces in Korea or another 
part of the world where we may have them, also. 

Mr. Rusorrom. Brazil now has forces in the Suez area, and Co- 
lombia participated, as you know, in Korea with both armed forces 
and with a navy frigate. 

Senator Mansrretp. They sent one company, didn’t they, to Korea? 

Mr. Rusorrom. Yes, sir. 


LIMITING MILITARY AID TO LATIN AMERICA TO ANTISUBMARINE EFFORTS 


Senator Cuurcu. Mr. Secretary, I want to ask you this question. 
I am not interested in doing a hatchet job on mutual security. I 
am a friend of the program, but I want to see it serve American ends. 
I think it is in need of reform in many ways. 

This is one of the weak spots in the program, it seems to me, that 
we have got to face up to. 

What would be your reaction if Congress amended this year’s 
mutual security bill to provide that, with respect to military as- 
sistance in Latin America, it is in the interest of the United States 
to cooperate and assist these countries in the contribution they make 
to the common defense of the hemisphere. We have no other interest 
that is legitimate, and in pursuance of that objective, it would be stated 
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that the Government of the United States shall not use American 
money to provide arms or equipment except for naval and air patrol 
equipment that is directly related to antisubmarine warfare, which the 
administration has said is the contribution these countries make. 

Senator Arken. To hemispheric defense. 

Senator CHurcu. Yes. And the money not to be used for the 
maintenance of internal military forces that cannot really contribute 
significantly to the hemispheric defense which is the legitimate 
American interest. 

I want to be helpful, Mr. Secretary; I am not here just to be 
critical. I recognize you have to deal with delicate situations. 

I think my proposal would strengthen your hand, not weaken it. 


CONTRIBUTION TO HEMISPHERIC DEFENSE OF INTERNAL SECURITY 


Mr. Rusorrom. I think that there is considerable merit to your 
proposal, Senator. But I would like to point out that there are 
two or three of these programs in Central America which were ne- 
gotiated in 1953, I believe it was, or early 1954 in the face of the 
Communist threat in Guatamala. 

Now, our contribution to these military programs, and some of 
them are only a few hundred thousand dollars, and obviously some 
of these countries do not have navies, nevertheless are still designed 
to contribute to the collective defense of the hemisphere. 

Now that, in turn, deprives the country of some of its own funds 
for its internal security purposes, and internal security in itself is 
a contribution to collective defense. A country needs to maintain 
law and order. 

I heard President Frondizi, I heard President Lopez Mateos, and 
I heard President Betancourt in their inaugural addresses stress the 
need for freedom with order so as to preserve democracy, because free- 
dom without order simply results in chaos, and the military forces 
carry out the role of maintaining order. 


SHOULD THE U.S. SUPPLY COUNTRIES ARMS FOR INTERNAL SECURITY 
PURPOSES ? 


Senator Cuurcn. I can’t accept that thesis as a proper thesis for 
American foreign policy. 

First of all, it seems to me that any of these governments that. are 
sufficiently stable to deserve popular support have arms enough to 
maintain local order. Thus why should it be the burden or the 
responsibility of the United States to use American money to furnish 
them with those arms? If they are so poorly constituted and so un- 

opular with their people that they haven’t resources enough to have 
cal forces to maintain local order, then we ought not to be supplying 
them the arms to keep internal order. 

I think that theory is as wrong as it can be and, when our own 
Vice President is mobbed in South America, I think it is time for 
us to wake up to the fact there is something seriously amiss in our 
relationships. 
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RELATIONSHIPS MAINTAINED WITH MILITARY PERSONNEL IN LATIN 
AMERICA 


Mr. Rusorrom. In all seriousness, Senator, I honestly don’t think 
that the reason for the attack on the Vice President in Venezuela 
was our arms or military assistance programs in South America. 
Some of the presentations I have heard made have been to try to 
explain the vital role that the military play in the warp and woof 
of the social and economic and political fabrics of these countries, 
They run very, very deep into the roots and, to the extent we can 
maintain relations with the military in these ‘countries through our 
training missions and other missions, we are able to exercise, [ 
think, constructive influence of the kind that our own military be- 
lieve in and have been raised in. [Deleted.| I certainly agree with 
what Secretary Anderson said in Buenos Aires, and Secretary Dillon 
said to you the other day. 

Senator Cuurcu. Mr. Secretary, there is seemingly little relation- 
ship between that statement of policy and the facts that you come 
up with and present to Congress. You say we want to reduce these 
military establishments, on the one hand, and on the other hand we 
treble our military assistance. 

Senator Mansrrerp. If the Senator will yield, what about the in- 
tent of this committee ? 

Senator CuHurcn. In connection with military assistance the 
Congress has said internal security requirements shall not normally 
be the requirement for military assistance programs in South Ameri- 
can Republics. 

Mr. Rusorrom. I beg your pardon, Senator, I did not advance that 
as a basis at all. I do say that our relations with the military do 
have some influence on the role that the military carries out in the 
country, and if we do not have military equipment in these coun- 
tries our military training missions, some of which go back 30 or 
40 years, I think, would probably have no role to play, and other 
countries would have military missions in their places. 

Senator Cuurcn. We are always faced with that ar gument—that 
if we don’t supply arms somebody else will—and if that is going to 
be the argument upon which we base our decision, then we might just 
as well become the arsenal for the world, because that argument is 
always available. 


CHARGES MADE RESPECTING MILITARY ASSISTANCE PROGRAMS 


Mr. Rusorrom. Senator, the chairman awhile ago referred to the 
situation in Cuba, and I would not deny that some of the charges 
that have been made with respect to our military assistance agreement 
with Cuba have hurt us. 

On the other hand, the United States in the role that it plays in 
this hemisphere and elsewhere in the world, I think, cannot avoid 
the risks of occasionally having charges like that made. 

I can cite instances in Brazil in 1954 where you had a very shar 
transition in government, in Colombia in 1957, in Ecuador in 194 
and 1948, in Guatamala between 1950 and 1954, in Haiti in 1957, in 
Honduras i in 1956 and 1957, and in Peru in 1956, where the existence 
of these agreements did not in any way impair our relations with 
the governments that succeeded the ones that had been there before. 
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Senator Cuurcn. I can believe that, because very frequently the 
governments that succeed previous governments in South America 
assume the same character as the previous regime. We have had 
many revolts in South America. 


HOW MILITARY PROGRAM IS RELATED TO U.S, INTERESTS 


You have yet to make a case to show how this program, which 
involves the use of American money, directly relates to the real 
American interests. The administration says the U.S. interest is 
hemispheric defense. I am not going to place my judgment against 
that of the military. I will accept the military judgment here. 

But when you come up with a program that is not clearly related 
to those very interests that you say are the objectives the administra- 
tion wants to serve, then I have to protest the program. 

Senator LauscHer. May I ask the Senator: If you accept the mili- 
tary’s appraisal, how can you take the position that we should not 
go forward in carrying it out? 

I am in the dilemma of w anting to know whether I should substi- 
tute my judgment for what should be done or accept the judgment of 
the military, and the men who are familiar with this business. My 
mind is brought back to the highway arguments which I had in my 
State. I had expert engineers advising me, but there were also citi- 
zens saying don’t listen to the ex perts, listen to us. 

Governor Aiken had that pr oblem, and Senator Carlson undoubt- 
edly had that problem. 

Senator AIKEN. But I think, aside from that problem, we don’t 
want to give the appearance of militarizing the Latin American 
countries. 

We declined to sell planes to the Dominican Republic, although we 
trained their flyers. We wouldn’t let them have a boat. [ Deleted. ] 
We wouldn’t sell them artillery because public opinion would not 
support that action. So they would get their artillery from Sweden, 
which would not be of much use to us in a long drawn-out war, as- 
suming they ever have one of that kind. 

Now, suppose that some other Latin American country goes to 
Czechoslovakia, another one to East or West Germany, and another 
to some other country to get arms. Not only would they get their 
arms from other countries but they would pay for them in products 
and thereby build up a good-sized economic business, just as they have 
done with Egypt in the Middle East. 

There are two sides to this problem. I don’t think we want to leave 
the impression that we are trying to militarize South America, and 
yet there is the problem of Communist penetration to consider, as 
well as the problem of hemispheric defense. 

| Deleted. | 

So there are two sides to it. The proponents for each side can put 
up a very good argument. 

Senator Cuurcu. May I say with respect to what has just been said, 
that I recognize we ought to bring the South American Continent 
in close to us with respect to hemispheric defenses, and that. there 
may be some advantage to us in supplying standardized equipment. 

40110—59—pt. 186 
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WHY LATIN AMERICAN PROBLEM INCLUDES ARMS UNRELATED TO ANTI- 
SUBMARINE WARFARE 


However, it seems to me that we could do this by making agree- 
ments with the countries to which we give very substantial economic 
and technical assistance. We could arrange for such military forces 
as they wanted to maintain, to sell them equipment that they want, 
or we could even use American money, if necessary, to assist them in 
procuring the kind of equipment that is directly related to antisub- 
marine warfare in hemispheric defense. 

Senator Arken. We can say in future agreements 

Senator Cuurcu. But when we begin to use American money to 
supply internal forces that have no real bearing on hemispheric de- 
fense, then I think the program is wrong, and it is doing us positive 
harm. 

Senator Lauscue. I would like to hear what Mr. Shuff has to say. 

The Cuarmman. Mr. Shuff, you have the floor. 

Mr. Suurr. Senator Church, if we had to, and we were sae to 
make a case for the units that you read off, I think we could make 
a very good case. 

Now, in the first place, you say you agree with this, you agree with 
the antisubmarine warfare. 

Senator Cuurcu. Wait a minute, let’s get that straight before we 
begin to say what I think. I have said that the administration has 
come up here and has twice said that its justification for this program 
and the American interest served by this program is that the Latin 
American countries can contribute to hemispheric defense by giving 
us assistance in antisubmarine warfare. 

Mr. Suurr. You said you took their judgment on it. 

Senator Cuurcnu. I said that, in view of their position, I want to 
know why this program includes arms that are quite unrelated to 
antisubmarine warfare. 

Mr. Suourr. All right, may I explain that. 

{ Deleted. | 

Now, of all the units that you read, this comprises only 12 percent 
of this whole program, and I would guess that a good case could be 
made for almost every unit that is on the list by virtue of the fact 
that to operate an antisubmarine warfare capability, you not only 
have to guard the bases where these ships stay when they are in 
the harbor, to see that the gasoline and the oil supplies are not sabo- 
taged, and you have to guard the airfield from which the airplanes 
fly 


. 





o that really we are not talking about very much in the total. 
[ Deleted. | 
Senator Fu.srieut. In any case, I would like for the committee’s 
information a memorandum on what has been discussed, because I 
am confident there have been questions on this subject. 

(The information referred to is classified and is in the committee 

files. ) 
{ Deleted. ] 


MISSILE TRACKING STATION IN BRAZIL 


Senator Lauscue. Let’s have a description of the missile tracking 
station in Brazil. 
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Senator Arken. I would like to ask if the tracking station in Brazil 
has a good thick concrete base. 

Mr. Rusorrom. I don’t know. 

General Harret. The construction there isn’t too much. [ Deleted. | 
I don’t know what the construction consists of other than I am sure 
it is a base of some nature for technical equipment which tracks these 
missiles, 

OTHER TRACKING STATIONS 


Senator Mansrretp. Mr. Chairman, could I ask one question? 

Do we have a tracking base at Ascension Island ? 

General Harre.. We do, and there is another one on the Dominican 
Republic. 

Senator Mansrietp. What have we paid for the Ascension Island 
base ¢ 

Mr. Suurr. I think we would have to supply that, Senator. I 
don’t know that figure offhand. 

Senator Mansrretp. Could you tell us at the same time how much 
we paid the Dominican Republic for the base there ? 

What do those red triangles on that chart signify? Are these just 
military installations ? 

eal Lavuscue. No, they are the nations that are getting military 
aid. 

Mr. Rusorrom. Those are the 12 countries where we have military 
assistance agreements. 

Senator Mansrietp. Do we have as big a tracking installation at 
Ascension as at Noronha? 

Mr. Suurr. The Ascension Island is the finish base. It is the end 
of the range. This is an en route station; I would guess that the 
major portion of the missiles fired would not be worked by the Ascen- 
sion base, but would be worked by that base. 

Senator Mansrrevp. I would like to see the details on this one, too. 

The Cuatrman. On Ascension ? 

Senator Mansrtetp. And the other one—the Dominican Republic. 

(The information referred to is as follows:) 


U.S. MissitE TRACKING FACILITIES IN LATIN AMERICA AND ASCENSION ISLAND 


The development of any new item of equipment as an acceptable weapon 
requires extensive testing and evaluation. The 8lst Congress recognized this 
requirement in missile research and development when it passed legislation in 
1949 making possible the establishment of a long range missile proving ground. 
As a result, the Atlantic Missile Range was established to extend from the 
Florida mainland to Ascension Island. 

The collection of data to evaluate the performance of long range missiles re- 
quires observation and communication stations along the route of intended flight 
path and the terminus of the missile. The Atlantic Missile Range consists of 12 
such stations located on United Kingdom soil in the Bahamas, British West 
Indies, and Ascension Island, on Dominican Republic soil in the Greater 
Antilles, and on Brazilian soil on the Island of Fernando de Noronha, 250 miles 
off the extreme east coast of Brazil. 


STATION 8—DOMINICAN REPUBLIC 


This station is a communications repeater station for the submarine cable 
extending from Florida to Puerto Rico. It is a vital link in the communication 
network used directly in support of missile launchings from the test center in 
Florida. 
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This facility was established by agreement with the Dominican Government in 
November 1951 for a period of 10 years. In signing this agreement the Domin- 
ican Government agreed to collaborate with the Government of the United States 
in extending its long range proving ground for the testing of missiles. There is 
no charge to the United States for the use of this site. The Government of the 
Dominican Republic recently reaffirmed its desire to continue cooperation with 
the United States with regard to this agreement. 

Construction of this facility began in October 1954 and was completed in July 
1956. U.S. facilities on this site consist of four support buildings and one tech- 
nical facility. The cost of construction and equipment for these facilities was 
$4.2 million. 

STATION 11—FERNANDO DE NORONHA, BRAZIL 


This station is a missile impact locations station consisting primarily of tele- 
metry data collecting equipment. The facility serves a vital role in the furnish- 
ing of telemetry coverage of ballistic missile impact locations and for missile 
destruction; provides midcourse and terminal radar data and collects weather 
data on surface and upper air in the area. 

This facility was established by agreement with the Brazilian Government in 
January 1957 for a period of 5 years. There is no rental, lease, or other com- 
parable charge to the United States for the use of this site. However, subse- 
quent to this agreement, the United States has undertaken to furnish certain 
military equipment to Brazil. 

Construction of U.S. installations at this site began in June 1957 and was 
completed in October 1958. ‘These facilities consist of 42 support buildings 
of the quonset and temporary type, 9 technical facilities of permanent concrete 
and steel type, and an aircraft landing strip. The total costs of construction and 
equipment for this installation was $8.9 million. 


STATION 12—-ASCENSION, UNITED KINGDOM 


This station performs approximately the same functions as station 11 and is 
located approximately 900 nautical miles farther downrange. It provides mid- 
course and terminal radar and telemetry data; infrared tracking; missile 
impact locations; missile destruction; and surface and upper air weather data. 

The station was constructed on an existing U.S. facility established during 
World War II by agreement with the United Kingdom. Construction of the 
missile tracking facilities was accomplished by amending the World War II 
agreement for the U.S. airbase. There is no charge to the United States for 
the use of this site. 

The missile tracking facilities on this station consist of 16 support build- 
ings, 9 technical facilities, and 1 aircraft landing strip (constructed during World 
War II). Cost of construction, excluding the World War II landing strip, was 
$10 million. 

MISSILE TRACKING STATION IN BRAZIL 


Mr. Rusorrom. Mr. Chairman, I have been reminded that these 
agreements are always subject to the availability of funds appropri- 
ated by Congress, and in this agreement itself we did not make any 
commitment other than to discuss with the Brazilians later. [ De- 
leted. | 

Senator MansFrieLD. Could I ask one more question ? 

The Cuarrman. Yes. 

Senator Mawnsrretp. Does this [deleted] amount comprise the 
amount for the lease of the tracking base, or does that include land- 
ing teams, regimental combat teams, ‘and w hat not? 

General Harret. It includes them. 

Senator Mansrretp. Then it includes the whole thing—the lease for 
10 square miles and the maintenance or equipment of these various 
outfits you read off? 

General Harte. That is right. 
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Mr. Rusorrom. We didn’t have a specific tie-in of the [deleted] 
amount in the agreement. We refused to go ahead and terminate 
the negotiations for Noronha on any specific agreement. We even- 
tually talked to them later and settled on the [deleted] amount. 

Senator Lauscnr. What happens at the end of the 5 years? 

Mr. Rusorrom. Subject to renegotiation. 


WHY ISN’T TRACKING STATION COST IN DEFENSE DEPARTMENT BUDGET? 


Senator Arken. Why shouldn’t the cost be paid out of the regular 
armed services appropriation ? 

The Cuarrman. That is a good question. Why shouldn’t all this 
military expense be put in the defense budget ? 

Mr. Rusorrom. The military may be able to answer that better 
than I can. I can say we have a military assistance program with 
Brazil. 

The Cuarrman. In addition to this? 

Mr. Rusorrom. Oh, yes. Brazil is one of the countries with which 
we have a regular military assistance program and we are including 
in mutual security requests, a request for funds for this year, for 
fiscal year 1960. 

[ Deleted]. 

Mr. Suurr. Mr. Chairman, in answer to Senator Aiken’s question, 
I think in the long run, in terms of Brazil’s contribution, and con- 
sidering the fact that Brazil has been a loyal ally through two wars, 
the fact that the territory is a pretty strategic jumping off place to 
Europe, and we have used it as such in one war, we get more for our 
money doing it under MAP than we would under the Department of 
Defense budget exclusively. 

Senator Arken. How would we get more per dollar under MAP? 

Mr. Suurr. Well, assuming for the moment that we are paying 
with this assistance, we are also getting the base and equipping them 
for their help, which we would not get if the U.S. Defense Depart- 
ment did it on its own. 

Senator ArkeNn. Well, isn’t the base a part of our regular military 
defenses ? 

Mr. Suourr. Yes, sir, it is part of our military facilities, but the 
military assistance program has paid for the site and not the U.S. 
Defense budget. Instead of having a $40 billion Defense budget, it 
would be $40 ‘billion plus the cost of that base. 


TRANSFERRING MILITARY ASSISTANCE TO DEFENSE DEPARTMENT BUDGET 


May I tie that, then, into Senator Mansfield’s question, and we 
are at the moment considering with the State Department and 
with the Bureau of the Budget the prospect of including the military 
portion of the mutual security program into the Defense budget. 

Senator Mansrtetp. As you were willing to do 2 years ago? 

Mr. Suurr. Yes, sir. We are considering this. It will be the 
President’s decision, sir. 

Senator Mansrtetp. I think it would be a good idea if we could 
transfer military aid and defense support out of this program. I 
think Secretary Rubottom could come down here and make a better 
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case for the part he is responsible for if we put the economic assist- 
ance under State, and did away with ICA altogether. 

Mr. Suurr. Well, sir, we wouldn’t be willing to accept the defense 
support; this is purely economic. 

Senator MAnsFIeLp. That is entirely in grants, isn’t it ? 

Mr. Suurr. That is economic assistance, sir, and we are not in the 
Department of Defense staffed or prepared to—— 

The CuarrMan. But the billion six you were? 

Mr. Suurr. Yes, sir. 

The Cuatrman. Would you have any objection if we did that 
now ? 

Mr. Suurr. I would like to talk about that, sir, some other time, 
and off the record. [ Deleted. | 

The CHarrMAn. I remember one year they gave you $5 billion more 
than you asked for in the Air Force. Now we are trying to give you 
more for the Army than you will take. We are trying to make you 
keep 900,000 men, and you don’t want but 870,000. I believe the Sen- 
ate the other day simply attached this money. And, in the same way, 
we are forcing on you money for the Marines. 


HEMISPHERIC DEFENSE 


General Harret. Mr. Chairman, I would like to make one state- 
ment in regard to Senator Church’s comments on how this contributes 
to the hemispheric defense. 

In World War II we had stationed in Latin America alone close 
to 200,000 Army, Navy, and Air Force personnel. We won’t have 
that kind of people available on a global basis in the next war. 

[ Deleted. } 

Senator Lauscnr. When you say we had 200,000 troops, do you 
mean our Government had 200,000 ? 

General Harrex. Yes, sir. It was done more to prevent the Nazis 
and Germans in particular from getting the same island we now have 
a tracking station on as a submarine base. 


TRANSFERRING MILITARY ASSISTANCE TO DEFENSE BUDGET 


The Cuatmrman. May I please finish. Mr. Shuff is trying to evade 
the question. 

Mr. Suourr. I am not trying to evade it; no sir, I am not trying to 
evade it. This is not something that the Defense Department can 
answer unilaterally. 

The Cuatrman. Will you recommend it? 

Mr. Suurr. We have recommended it. 

The CuHatrman. You have recommended it? 

Mr. Suurr. Yes, sir. 

Senator Arken. Let’s help him. 

The CHairMan. Since we believe that this would be a better arrange- 
ment. 

Mr. Suourr. That is a part of the record, sir; we have recom- 
mended it for the last 3 years. 

The Cuarrman. I know we did recommend it once and the House 
rejected it. But would you still recommend it now that the billion 
six has been taken out of here? 
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Mr. Suurr. Yes, sir, but this is not unilateral with the Defense 
Department. 

The Cuarirman. I understand that. 

Mr. Suurr. We are in the mutual security program with the State 
Department. 

The CuatrmMan. I understand. But I want the record clear that 
the Defense Department recommends that a billion 

Mr. Suurr. I think Mr. McElroy said that to this committee earlier 
in the record. 

The Cuarirman. That is right. Then the State Department should 
be asked if it has any objection to our transferring a billion six to 
the Defense Department budget. 

Mr. Rusorrom. I am afraid that since the military funds are so 
preponderantly outside of Latin America, that my opinion 

The CuHairman. You could not speak for the Department ? 

Mr. Rusporrom. It would not lel be useful for the committee. 

The Cuairman. We will ask the Department. But as you can see, 
there are already storm warnings against this program. 








IMPORTANCE OF LATIN AMERICA 


Mr. Ruzorrom. Could I say one thing in response to that statement ? 

You mentioned it earlier, and I didn’t want to make the statement 
unless I really felt called upon to do it, but it is a matter of judg- 
ment and opinion, and I think this committee is entitled to have my 
judgment and my opinion: That whether the military assistance pro- 
gram is X amount of dollars or whether it is X plus 10 or X minus 
10 amount of dollars, Mr. Chairman, I do think that it is a vital part 
of our overall relationship with the Governments of Latin America. 
There has been a great deal of attention drawn, unfortunately in- 
vidious comparisons have been drawn, with respect to economic as- 
sistance for Latin America as compared with other areas of the 
world. The comparisons have overlooked the extent of private in- 
vestment, the role of our loans and all of the other things that we have 
in the way of trade, in the economic development of ‘Latin America 
which many other parts of the world do not have. It is my honest 
opinion that if we were to wipe out this program or badly slash it, 
the invidious comparisons drawn by Latin Americans themselves to 
the treatment given to other parts of the world, many of which are 
just as far away from what seems to be the principal menace to the 
free world, would be quite serious factors in our aaa with these 
countries. 

Senator Cartson. Mr. Chairman, on that point please. I have 
been sitting here and have heard this discussion and I think there 
is a lot of merit to it. I think we do have a concern about the ex- 
ne military assistance program, not just in Latin America. 

ut we are discussing Latin America. I think we must be very care- 
ful in dealing with Latin and Central America because they are 
geographically close to us. 

We talk about giving military assistance over in the Far East, 
and we are doing it. We are doing it in Europe and everywhere 
else, too. 

I would think the places where we must be extremely careful 
to maintain a strong defense would be Central and South America. 
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While I would be most pleased if the Defense Department would 
take over the burden of cost, I think before they do that we must 
certainly keep our bilateral ‘or multilateral agreements with these 
“we ries and work them out gradually. 

I don’t think it can be done overnight, and I think the Secretary 
has done a very good job in explaining the situation here this 
morning. 

INTER-AMERICAN BANK 


Senator Arken. Mr. Chairman, I think the President’s request 
for $400 million for the Inter-American Bank contribution on our 
part would more than offset the reduction of the military appropria- 
tions for military assistance down there, because it seems to me that 
the Latin Americans want to be partners of ours rather than wards 
or stepchildren. 

The Cuatrman. I agree with the Senator. It is far more bene- 
ficial in the long run. 


BREAKDOWN OF MILITARY AID PROGRAM IN LATIN AMERICA 


Senator Cuurcu. Mr. Chairman, I have one request for the Secre- 
tary, if he would be good enough to supply me with the answer 

Would you be good enough, Mr. Secretary, to supply me with a 
breakdown of the milit: ary assistance program in South America, 
showing me what part of it in the proposed bill will relate directly 
to the furnishing of naval equipment that bears directly on antisub- 
marine functions; what part of it will relate directly to the furnish- 
ing of air patrol equipment that has to do directly with antisubmarine 
functions; and what part will bear directly on infantry and land 
forces in the various countries. I would like that kind of a break- 
down with the amounts in each case. 

(The following information was subsequently submitted for the 
record :) 


Antisubmarine warfare mission and nonantisubmarine warfare mission break- 
down of proposed fiscal year 1960 military assistance program for Latin 


America 
Thousands 
of dollars 


Total military assistance program request for Latin America 





in fiscal year 1960 (equipment and services) —~-~_._--~- hvmcund BO0r Se 
Navy (bearing directly on ASW mission) ~_---_____~- a eee oe -.- 66,001 
Air Force (bearing directly on ASW mission) ____- ORS Ty ee 
Air Force (maintenance and training for non-ASW mission n units) _ 1, 310 
Army (maintenance, training, and equipment for ground forces) ---_-- 9, 164 


(The Air Force and Army non-ASW mission units protect the 
airfields, bases, and seaports from which ASW units will operate. 
In addition they provide protection for areas of strategic raw 
materials, land lines and communications, and strategic bases.) 

Other (services not directly in support of ASW)-_-------------__- ae 153 
Credit sales financing. ~~ ane 2. St ian a 25, 000 
(No item content available pending receipt “of. specific country 

request for purchases. ) 


TRACKING BASE IN BRAZIL 


One other thing I would appreciate having is the breakdown on 
the costs to the United States in acquiring tracking bases in the 
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a American area, and what particular significance this Brazil 
base [deleted] has in the system of tracking stations that we maintain 
all around the world. I would like to have some basis of comparison. 
Mr. Rusorrom. We will be glad to furnish you that. I think the 
military will have to do a lot of it. 

Senator Cuurcu. Thank you. 

(See p. 555 for unclassified information supplied by the executive 
branch.) 

Senator Lauscne. Mr. Chairman, while we are making a request 
on this subject, I would like to have a description of this tracking 
base in Brazil. What is on it? 

Secondly, I would like to have a statement showing the procedure 
followed from the beginning down to the time that you reach your 
judgment in what you recommend should be done. 

There was some description given here a day or two ago about the 
Ambassador’s office with his staff of economic advisers. 

I want it from the beginning to the end, to see what type of men 
study the problem, and how you finally reé ach your judgment. 

Mr. Rourorrom. All right, sir. 

Senator Lauscre. And I want that to determine whether my in- 
formation and my judgment should be substituted for the caliber of 
men who have studied it. 

The Cyaan. I think that is a good idea. I think it would be 
very useful to the committee. 

(The information referred to is classified and is in the committee’s 


files. ) 


BRAZIL’S FAILURE TO MEET FINANCIAL OBLIGATIONS 


The CHatrman. There is one other observation I would like to 
make and ask you to comment on. 

I have the impression from various sources that Brazil fails to live 
up to conditions set upon her loans: agreements that the International 
Monetary Fund has requested and required of Brazil. She has failed 
more than any other country in the world to live up to those conditions. 

Mr. Ruzorrom. Could I comment on that just to say that the 
problem of compliance by Brazil with respect to understandings 
with the Export-Import Bank and the International Monetary Fund 
has been a very serious one for us. 

Could I say something off the record before Senator Church 
leaves ? 

The CHamman. Yes. 

(Discussion off the record.) 


BRAZIL’S MILITARY PERSONNEL 


Senator Lauscur. I observe from the statement here that Brazil 
has a population of 62,700,000, with a military personnel strength of 
153,000. That means that one-quarter of 1 percent of their popula- 
tion is in the military. 

I think our military personnel is about 3,800,000; am I correct in 
that, in the whole? 

General Harret. It is approximately 2.5 million. 

Senator Lauscur. Then we have about 1.5 percent of our population 
in the military; Brazil has one-quarter of 1 percent. I merely 
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point out this to say that they don’t have enough of a military unit 
in relation to their population and the position which they occupy. 
The Cuarrman. Their capacity to support, rather than population, 
must, of course, be considered. Much of their population could not be 
recruited into the military. 
Mr. Rusorrom. The bulk of it is on the coastal fringe and not 
moved into the interior. 


AGREEMENT WITH BRAZIL RE MISSILE TRACKING STATION 


The Cuarrman. Before we move to another subject, do I under- 
stand correctly that in reply to Senator Lausche’s and my own sug- 
gestions you can supply us with the text of the agreement with 
Brazil, and in the classified annex, if any, a summary of the history 
of that agreement, as well as the tracking station ? 

Could you also review the classification, and declassify as much 
of the material as possible relating to the agreement, because this is 
the third time it has been the subject of conversations. Everybody 
is very concerned about it, not only because of this particular agree- 
ment but because it has been a precedent for other agreements, 

Mr. Rusorrom. The agreement itself, of course, has been made pub- 
lic, and here is a copy that you can have for the record. We will 
certainly undertake to furnish you with the other material requested, 
Mr. Chairman, and by the other members of the committee. 

(The agreement referred to is as follows:) 


BRAZIL 


DEFENSE: ESTABLISHMENT OF GUIDED MISSILE STATION ON ISLAND OF FERNANDO 
DE NorRonnHA’* 


Agreement effected by exchange of notes 
Signed at Rio de Janeiro January 21, 1957; 
Entered into force January 21, 1957 


The American Ambassador to the Brazilian Minister for Foreign Affairs 


RIo DE JANEIRO, 
January 21, 1957 
No. 146 


EXCELLENCY : 

I have the honor to acknowledge Your Excellency’s Note No. DPo/11/520.5 
of today’s date, the text? of which in English is as follows: 

“The Government of the United States of Brazil, conscious of the obligations 
which devolve upon it and which extend equally to the Government of the 
United States of America, with reference to the common defense of the two 
countries and the defense of the Continent, by reason of diplomatic undertak- 
ings previously concluded, especially the Inter-American Treaty of Reciprocal 
Assistance signed in Rio de Janeiro on September 2, 1947, as reaffirmed by the 
Military Assistance Agreement concluded in this capital by the two Govern- 
ments on March 15, 1952, both duly approved by the Legislative Power of Brazil, 
is prepared to conclude the following Agreement which follows in particular 
Article I, Paragraph 1, in fine, of the Agreement mentioned : 

(1) The Governments of Brazil and of the United States of America, with a 
view to the defense of Brazilian territory and of the American Continent, 
have agreed to the construction on the Island of Fernando de Noronha 
of installations particularly of an electronic character connected with the 
tracking of guided missiles. 


1 Treaties and Other International Acts, Serles 3744. 
2 Spanish translation omitted. 
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(2) These installations shall be constructed by United States specialists and 
technicians assisted by Brazilian specialists and technicians. 

(3) The said installations shall be under the command of a Brazilian officer 
and the Brazilian national flag exclusively shall continue to fly over the 
Island of Fernando de Noronha. 

(4) The operation of the said technical installations shall be under the re- 
sponsibility of United States technicians assisted by Brazilian technicians 
and military. 

(5) The Governments of Brazil and of the United States of America agree 
that United States technicians shall be gradually replaced by Brazilian 
technicians in accordance with conditions to be determined by common 
agreement. 

(6) The Government of the United States of America, in view of the fact 
that the Government of Brazil considers its responsibilities increased by 
the establishment of the guided missile tracking station on the island of 
Fernando de Noronha, agrees to undertake immediately with the Brazilian 
Government an examination of the extent of the responsibilities that may 
be involved. 

(7) The construction and fixed improvements made on the Island of Fernando 
de Noronha in connection with the technical installations to which this 
Agreement refers shall become the property of Brazil without any indem- 
nification, upon termination of this Agreement or upon termination of 
any extension. 

(8) It is understood that this Note and Your Excellency’s reply thereto 
shall constitute an Agreement between our two Governments which shall 
remain in force for a period of five years from this date and may be 
extended only under the conditions and for the length of time to be 
determined by common agreement. In the event of an extension, the 
Agreement may be denounced by either of the two Governments with 
prior notice of one year.” 

I have the honor to inform Your Excellency that the Government of the 

United States of America confirms this Agreement. 
Accept, Excellency, the renewed assurances of my highest consideration. 


ILLIs O. Brieas 
American Ambassador 
His Excellency 
Ambassador José CARLOS DE MACEDO SOARES, 
Minister for Foreign Affairs, 
Rio de Janeiro 


EXPLANATION OF SITUATION IN BRAZIL 


The CHarrman. I understand that part of your argument and 
justification for continued support to Brazil is that if you didn’t do it 
this way you would have to do it some other way, which is what led 
me to ask this question about Brazil’s performance. We have heard 
in other hearings that Brazil has shown a disposition of not being 
willing to live up to her agreements regarding internal reforms in her 
fiscal system. We are led to believe that as long as we keep bailing 
her out she never will, and that we are not, and have not been, suffi- 
ciently firm with Brazil in the making of these agreements for aid. 

Someone who just recently has been to Brasilia has described the 
enormous expense of building a large new city. 

Brazil promises to make reforms to prevent inflation in response to 
a big loan. However, she gets the loan and goes right on and pays no 
attention. 

If that is true, I don’t like it. 

Mr. Rusorrom. Mr. Chairman, with respect to Brazil’s compliance 
with the three basic features of any stabilization program, she has 
done reasonably well in the last 6 or 8 months on two-thirds of it, 
namely, balancing her budget and restricting credit. The difficulty 
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has been in the exchange reforms, and if I could take advantage of 
the opportunity that you have given me, I would say that not only 
with respect to Brazil but with ‘respect to Latin America in gener al, 
one of our most common failings in public comments here in the 
United States, editorial and otherwise, about our economic relations 
with Latin America, is the tendency to put the burden for economic 
development in Latin America entirely on what the United States 
can do in the form of loans, grants, investment, or trade. There is 
nothing that can take the place of or be substituted for sound eco- 
nomic policies on the part of the governments concerned, and to that 
extent we are doing everything possible as we did at Buenos Aires at 
this recent meeting to make it clear that sound policies, economic 
stabilization effort, increased productivity, and even sacrifice at times 
on the part of the people is required. Then the ingredients that the 
United States can supply may contribute import: antly. 

The CHarrman. That is what I think. I think it would be of 
service to you and to Brazil, too, if perhaps you oie supply the 
committee with information as to how she has failed to comply over 


the last few years. Ore. 
IT think Br azilians ought to be reminded that this is one of the 


troubles. We can’t be expected to continue to supply money if they 
won't do their part by living up to the conditions which all the ex- 
rts in the field agree ‘should be imposed. 
(The information referred to is as follows :) 


BRAZILIAN COMPLIANCE WITH COMMITMENTS TO THE INTERNATIONAL MONETARY 
FuNpD 


Since 1951 Brazil has had chronic balance of payments difficulties and con- 
tinuing rapid internal inflation. Brazil has borrowed for direct balance of pay- 
ments assistance over $1 billion since 1953, of which the Eximbank supplied $445 
million, the IMF, $112.5 million, and the Federal Reserve Bank of New York, 
private U.S. banks, and European sources the remainder. 

To alleviate Brazil’s balance of payments difficulties and permit liquidation of 
an accumulation of commercial arrearages vis-a-vis U.S. suppliers, the Eximbank 
on February 21, 1953, extended to Brazil a $300 million credit, repayable over 
81 months beginning in September 1954. Similarly, commercial arrearages due 
other foreign suppliers were consolidated by arrangements made with the United 
Kingdom, France, Germany, Italy, and Japan. A further credit of $75 million 
for balance of payments purposes was extended by the Eximbank on February 
9, 1955, but only $45 million of this credit was actually used and the rest expired. 

U nusually good coffee earnings in 1956 enabled Brazil to reconstitute her in- 
ternational reserves to some extent but this was not sufficient to cushion the ef- 
fects of decreased earnings in the ensuing years as Brazil’s imports increased 
substantially, so that reserves dwindled through 1957 until Brazil obtained au- 
thorization for a drawing of her first credit tranche of $37.5 million (making a 
total of 50 percent of quota) from the International Monetary Fund on October 
2, 1957. 

Brazilian Minister of Finance Alkmim personally met with the Directors of 
the International Monetary Fund in Washington to request this assistance. The 
Minister reviewed Brazil’s temporary balance of payments difficulties and the 
serious degree of internal inflation and outlined policies which his Government 
would pursue to overcome those difficulties. He assured the Fund that fiscal 
and monetary policies would aim to control inflation, restrict domestic credit, 
insist on a balanced Federal budget, adjust exchange rates to a more realistic 
(depreciated) basis and reduce Brazil’s foreign exchange deficit. 

The degree of success of the Brazilian Government in carrying out in the ensu- 
ing months the policies outlined by the Finance Minister may be judged in part 
by the following indicators. The Federal budget for 1958 (calendar year) 
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adopted by the Congress called for a deficit of over 10 billion cruzeiros (total 
budgeted revenues were 130 billion cruzeiros) and the actual deficit for that year 
was almost 25 billion cruzeiros. Paper money in circulation rose from 87 billion 
cruzeiros at the end of September 1957 to 108 billion cruzeiros by the end of June 
1958. The official cost-of-living index for the Federal district of Rio de Janeiro 
rose by 12 percent during that same 9-month period. At the same time, as ex- 
port earnings continued to decline, imports remained at previous levels and the 
free market exchange rate for the cruzeiro, applicable to “invisible” transac- 
tions, depreciated by nearly 50 percent. 

A new approach was made to the International Monetary Fund in the spring 
of 1958 and after several weeks of negotiations the Fund authorized on June 
2, 1958, the drawing of Brazil’s second credit tranche of $37.5 million (making 
a total of 75 percent of quota). However, the Fund at this stage insisted on 
Brazilian undertakings of a more specific and detailed nature with respect to the 
adoption of policies for the control of inflation and the balancing of foreign ex- 
change payments with receipts. 

After concluding this agreement with the International Monetary Fund and 
obtaining authorizations for the drawing of the second credit tranche, Finance 
Minister Alkmin resigned at the end of June 1958 and was replaced by the pres- 
ent Minister, Mr. Lucas Lopes, a well-known economist who moved up from his 
previous post as president of the Brazilian National Economic Development 
Bank. In August 1958, the U.S. Government, through the Eximbank, extended 
supplementary balance of payments assistance to Brazil in a credit of $100 mil- 
lion which was coincident with similar credits totaling $58 million extended by 
a group of 12 private U.S. banks. This supplementary assistance was predicated 
on the assumption that Brazil would adopt the measures necessary to restrain in- 
flation and limit the foreign payments deficit. 

Since last July Minister Lopes has endeavored to adopt and pursue policies 
which would restrain the forces of inflation and place Brazil’s fiscal and mone- 
tary structure on a sounder basis. However, a comprehensive and effective 
program has not yet materialized. 

Lopes submitted a 1959 Federal budget calling for a deficit of about 10 billion 
cruzeiros, a gap difficult to eliminate because of existing commitments. Con- 
gressional action greatly augmented expenditures without correspondingly in- 
creasing revenue provisions and the budget as passed showed a deficit of 47 
billion cruzeiros. Subsequent measures by the administration aim to reduce 
this deficit to 12 billion cruzeiros. However, the budget deficit for the first 4 
months of 1959 has exceeded 10 billion cruzeiros. Currency in circulation has 
increased by nearly 20 percent since June 30, 1958. The official cost-of-living 
index for the Federal district of Rio de Janeiro has risen by nearly 24 percent 
in that same period (over 15 percent of this being in the first quarter of 1959). 
A bill submitted by the administration to increase commercial bank reserve re- 
quirements, aiming thereby to curtail private credit, is pending in the Congress. 
Loans extended by the Bank of Brazil to the public and rediscounts of com- 
mercial bank paper have expanded very substantially. (This expansion has 
slowed in the last few months. ) 

In the external payments field Brazil has, over the past several months, 
adopted a number of measures to simplify the exchange rate system and has de- 
preciated the various rates in varying degrees to conform more nearly with a 
realistic value for the cruzeiro in terms of other currencies. A number of 
Brazilian-produced commodities have been shifted to the free market exchange 
rate to stimulate their export and thereby augment Brazil’s foreign currency 
earnings. Certain payments due on Brazilian Government obligations to pri- 
vate foreign banks have been rescheduled to relieve the heavy burden of such 
payments falling due this year and next. 

While these measures have alleviated to some extent Brazil’s monetary and 
exchange difficulties, Brazil faces a substantial foreign exchange deficit, per- 
haps upward of $200 million for the calendar year 1959. The Brazilian Gov- 
ernment is now considering what additional steps it would be willing to pro- 
pose to the IMF which would more effectively stabilize the internal monetary 
situation and contribute to stability in the balance of payments. It may be 
presumed that if Brazil works out an acceptable program, it will approach the 
U.S. Government and other sources for additional financial assistance. 
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NATURE OF BRAZILIAN DEBT 


The Cuatrman. Do you know at the moment what is the situation 
with respect to Brazil: how much does she owe us, how much does she 
owe the Bank and the Fund? Have you got that available? 

Mr. Ruzorrom. Subject to correction, I think Brazil has borrowed 
in the neighborhood of a billion dollars. She has very substantial 
payments to make. 

Brazil, of course, has large foreign exchange earnings in dollars, 
and she has been able to bear a heavy debt burden, but her sales of 
coffee and cotton have declined, and she is in a very stringent financial 
situation right now. 

Mr. Mann came in late yesterday afternoon. He stopped off in 
Rio and had a talk with President Kubitschek, but I have not yet 
had a chance to confer with him because I was getting ready for my 
presentation here this morning. 

The Caarman. How much are they spending on that new city they 
are building? 

Mr. Rusorrom. I am sure they are spending a large sum of money. 
I don’t know the exact amount. I was there with Secretary Dulles 
last August, but even some of the critics of Brasilia say, Mr. Chair- 
man, that in the long run it may turn out to be a very good thing, 
because it will draw ‘people to the inner heartland of Brazil and get 
the capital out of Rio. 

The Cuatrman. I don’t criticize that at all. 

Aren’t they applying now for $300 million in additional credits? 

Mr. Rusorrom. Those are newspaper global terms that have been 
mentioned. Actually, Brazil has no formal application at this time. 

The Cuarrman. She has none? 

Mr. Rusorrom. No, sir, but she will probably begin discussions with 
the International Monetary Fund before long. 


ITEMIZATION OF LATIN COUNTRIES’ DEBTS TO UNITED STATES 


Senator Lauscue. Mr. Chairman, might I suggest to these repre- 
sentatives here that this book ought to contain a: statement showing 
what our overall program of help has been, such as you just sug- 
gested a moment ago. We ought to have an itemization of the present 
status of each nation’s debt to us. 

The CHarrman. You mean assistance from other sources such as 
the Eximbank ? 

Senator Lauscue. That is correct, so that you get an overall 
picture. 

The Cuarrman. I think that is useful and it ought to be publicized. 
I don’t think very much publicity has been given to what we have 
done. 

Mr. Atrwoop. On page 40 it does not show the exact figure of the 
debt, but it does show loans from non-ICA sources. 

Mr. Ruzorrom. That is for Brazil, and we have it for each country. 

The Cuarrman. Is that for each country ? 

Senator Lauscue. They give the Export-Import loans. 

The Cuarrman. Could you supply in what respect Brazil has not 
lived up to the conditions imposed by the Monetary Fund? Do you 
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have that available? I was told she did not do what was promised 
the last time she got a big loan from the Montary Fund. 

Mr. Rusorrom. I will look into that and see if I can get you a 
statement. 

(See p. 564.) 

Mr. Rusorrom. [ Deleted. ] 

Actually, we are only one member, of course, of the International 
Monetary Fund, even though we happen to be one of the larger mem- 
bers and a main contributor. 

There are international economists of many countries who go out 
and do these negotiations on the part of the Fund, and it is far from 
being the United States, but we do have this problem of identifica- 
tion which is a political problem of some sensitivity, which I men- 
tioned to you. 

DISTRIBUTION OF LOANS TO BRAZIL 


I have just been told, Mr. Chairman, that the Export-Import Bank 
since 1934 has disbursed $923 million to Brazil in the form of loans, 
of which 405 has been repaid, leaving outstanding $517 million. 

The Cuairman. The Exim Bank alone? 

Mr. Rugorrom. Yes, sir. 

The Cuarrman. I wonder how much of that $400 million has been 
paid from loans from the Government? How much have we loaned 
Brazil outside of the Exim Bank? Haven’t we made advances? 

Mr. Ruszortrom. No, sir. 

The Cuatrman. DLF has made no advances ? 

Mr. Rusorrom. A million or so dollars, less than a million dollars. 

The CuHatrman. How much has the International Bank loaned 
Brazil? 

Mr. Rusorrom. The International Bank has loaned about $890 
million, or $880 million for all of Latin America. I would guess a 
fourth of it was for Brazil. 

Senator Lauscue. $225 million, of which one-fourth has been for 
expansion of electric power and the remainder for railway extension. 

The Cuarrman. Does Brazil charge sufficient rates? The railways 
belong to the country, do they not? They are not privately owned. 
Does she do as Mexico does; subsidize the running of her railroads 
by not charging sufficient rates to pay for it ? 

Mr. Rusorrom. There was a rather substantial reform of railroad 
management in Brazil. It was carried out actually under the terms 
of the 1956 economic stabilization program, was it not? 

Mr. Atrwoop. In connection with the Exim Bank loan. 

Mr. Rusorrom. The management of the railroad, at least in the 
case of one of the important railroads is in private hands, and the 
ore from Sao Paulo to Rio is in private hands. It is not publicly 
owned. 

The Cuarrman. Any other questions, Senator Lausche? 

Senator Aiken ? 

Senator Arken. No. 

The Cuarrman. I would be very interested in any suggestion you 
make about the military. It seems to me it might be better to put 
military aid in the Defense Department budget. 

Mr. Rusorrom. Mr. Chairman, before we close, could we put the 
statements of Mr. Atwood and General Hartel into the record ? 
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The CuHarrMan. Yes, indeed. 
(General Hartel’s classified statement is in the Committee’s files. 
The prepared statements which were unclassified are as follows :) 


STATEMENT OF Bric. GEN. FREDERICK O. HARTEL, DIRECTOR, WESTERN HEMISPHERE 
REGIONAL OFFICE, OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE FOB 
INTERNATIONAL SECURITY AFFAIRS 


Mr. Chairman and members of the committee, U.S. military cooperation with 
Latin America began as early as 1925 when Congress authorized the sending 
of military missions to Latin America- The first mission was sent to Brazil 
shortly after the legislation was passed. A more comprehensive program of 
Latin American missions was initiated in 1933 in implementation of our good- 
neighbor policy. During this period, the military forces of Latin American 
countries were equipped, organized, and trained predominantly by the Axis 
Powers, primarily Germany. This resulted in strong Nazi influence in the 
military forces of the area. Subsequent to World War II, the United States 
was no longer concerned with Axis military influence in the area. However, 
the prewar military doctrine which guided the top military ranks, and the 
obsolescence of equipment, were problems of our concern. The Latin American 
nations required technical assistance and modern replacement equipment, and 
were determined to obtain both regardless of the source. 


U.S. MILITARY MISSIONS IN LATIN AMERICA 


The United States now has military missions in all of the Latin American 
nations except Mexico and Cuba. These missions were originally established 
because the countries concerned wanted them and asked for them. The United 
States has continued the policy of maintaining missions in these countries be- 
cause their presence has been mutually advantageous in promoting hemispheric 
solidarity. These missions exist as a result of government-to-government 
agreements, and do not support any particular regime or political faction. A 
country not desiring a mission can request withdrawal at any time. In addi- 
tion to the mission agreements, the United States has entered into bilateral 
military assistance agreements with 12 Latin American countries pursuant 
to the Mutual Security Act of 1951. These countries are Brazil, Chile, Colombia, 
Cuba, Dominican Republic, Ecuador, Guatemala, Haiti, Honduras, Nicaragua, 
Peru, and Uruguay. 


LATIN AMERICAN MILITARY ASSISTANCE BASED ON PRESIDENTIAL FINDINGS 


Since the inception in 1951 of military assistance to Latin American nations 
under the Mutual Security Program, assistance has been required by law to 
be furnished only in accordance with defense plans which shall have been found 
by the President to require the recipient nations to participate in missions 
important to the defense of the Western Hemisphere. From time to time, 
the President has made such findings prior to the initiation of the military 
assistance programs that the United States has been carrying out in the 12 
Latin American nations. Section 105(b)(4) of the Mutual Security Act of 
1954, as amended, was broadened in 1958 to require the President (1) annually 
to review the aforementioned finding, and (2) annually to determine whether 
military assistance from the United States is necessary to enable the recipient 
nations to participate in hemispheric defense missions. Section 105(b) (4) 
further states that internal security requirements will not normally be the 
basis for military assistance to Latin American nations. The President, on 
February 17, 1959, made the determinations for fiscal years 1959 and 1960 
pursuant to section 105(b) (4), as amended. 

On the basis of the President’s determination, the Department of Defense 
recommends continuation of military assistance programs in the 12 countries 
which have signed bilateral agreements in order that these countries may im- 
prove their capabilities for effectively carrying out military missions important 
to the defense of the hemisphere. The program requested for fiscal year 1960 
represents the minimum requirement to accomplish the continued modernization 
of antisubmarine warfare air squadrons, the reactivation of some of the vessels 
authorized to be loaned under Public Law 85-532, and to meet the second 
increment of a 4-year special program for Brazil. 
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The maintenance of internal security in the Latin American Republics does 
not come within the purview of the military assistance program; therefore, we 
do not propose in this program that grant assistance be provided for that 
purpose. 


MILITARY AGREEMENTS WITHIN FRAMEWORK OF HEMISPHERIC DEFENSE ARRANGEMENTS 


The bilateral military agreements with the Latin American countries come 
within the framework of the Inter-American Treaty of Reciprocal Assistance 
of September 2, 1947, which established the principle that an attack on one 
American state is an attack on all. The agreements also promote the ob- 
jective of the resolution on military cooperation which was adopted at the 
Fourth Meeting of Consultation of the Ministers of Foreign Affairs in 1951. 
That resolution urges the American Republics to orient military preparations 
toward the common defense of the hemisphere, rather than confining such 
preparations to the defense of individual countries. 

We have learned that there is no real security except on a collective basis. 
and therefore we must maintain the system of collective security on which we 
have now made such an excellent start. It is no longer possible for individual 
nations to assure their own safety through their own isolated efforts. This 
is why many nations of the free world are cooperating in regional arrangements 
such as the Organization of American States. 


LATIN AMERICA’S STRATEGIC IMPORTANCE 


The Latin American area is of great strategic importance to the free world, 
not only because of its location but also as a source of strategic raw materials. 
Assurance of availability of essential materials for healthy industrial mobiliza- 
tion base and a strong defense posture requires a continuing reappraisal of 
the security of the sources as well as the means of transporting the materials 
to the United States. 

Control of a Latin American country by an enemy aggressor force would 
unquestionably pose a military threat to the United States regardless of whether 
that aggressor controlled the country through an act of overt military occupa- 
tion or through covert infiltrations into the key centers of that government’s 
control agencies. 


MILITARY ASSISTANCE PROGRAM FOR LATIN AMERICA 


The United States has heavy worldwide commitments and will have few 
military forces to spare for this area; therefore we feel there is a military 
requirement for Allied Forces to assist the United States in protecting the 
hemisphere in case of war. The most positive threat is submarine action in 
the Caribbean Sea and along the coast of Latin America. We can expect raider 
attacks against strategic bases, sea communications, and coastal installations, 
and the mining of ports and approaches. 

Although the military threat may not be great when compared with other 
areas of the world, it is nevertheless a real one. The military requirements 
certainly validate a military assistance program for Latin America. 

It is believed that substantial accomplishments can be credited to the relatively 
small military assistance program in Latin America. The most advanced military 
forces are those equipped and supported by the military assistance program, and 
these forces serve as a model for other units of the country’s forces. By U.S. 
standards they are short of full combat effectiveness, but some are capable of 
fulfilling missions for hemisphere defense, thus in effect adding to the security 
of the rear and flanks of the United States. 

We must realize that each of the Latin American countries is a sovereign nation 
and each has military forces of size and composition considered necessary. 
Through the grant-aid program and our military missions in the area, the United 
States is seeking to encourage the Latin American nations toward the develop- 
ment of modern mobile units which lend themselves to missions important to 
hemisphere defense. The military assistance program is not designed to assist 
or even encourage these nations to expand their armed forces. 


ACCOMPLISHING SOME REDUCTION IN SIZE OF LATIN AMERICAN MILITARY FORCES 


Our efforts toward reducing the size of Latin American military forces are 
not always successful. National prestige and custom dictate that no armament 
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regardless of age should be discarded. However, it is felt that the continuance 
of the military assistance program will eventually be effective in accomplishing 
some reduction in the size of the Latin American military forces, as well as to 
make them more effective and more economical to operate and maintain. As long 
as we have the military assistance program and can provide required equipment 
of the types and in the numbers considered necessary, we have every hope of 
achieving this goal. Without a military assistance program we have no effective 
tool to encourage the Latin American countries to discard old equipment and 
reduce the overall size of their armed forces. We believe that U.S. aid toward 
a sound modern military program will save money for Latin American countries, 

These countries are determined to modernize their armed forces and will obtain 
military equipment from some source. If the United States does not provide 
military equipment or make it available on reasonable terms they will turn to 
other sources. Recent examples of such action include the purchase of aircraft 
carriers and jet aircraft from European sources. 

In addition to military requirements, military aid strengthens inter-American 
friendship and collaboration. It is concrete evidence of the U.S. belief that Latin 
American nations have a stature which incurs a responsibility for a contribution 
to the common defense. Elimination of military aid will seriously damage this 
inter-American friendship we have worked so hard to develop. 


MATERIEL AND TRAINING AFFORDED LATIN AMERICAN COUNTRIES 


In support of U.S. objectives and under the provisions of the Mutual Security 
Act of 1954, as amended, the United States has provided approximately $200 
million in materiel and training through fiscal year 1958 to the 12 Latin American 
countries which have bilateral agreements with the United States. 

Training provided in U.S. Armed Forces training centers and schools in the 
United States and the Canal Zone is one of the most important objectives of the 
military assistance program. Through fiscal year 1958 approximately 9,000 
Latin American students have received training in these facilities through the 
nilitary assistance program. 


MILITARY SALFS PROGRAM 


Another important aspect of attaining our objectives in the area is the sale of 
military equipment to Latin American countries. All 12 of the nations are eligible 
to purchase equipment and services under the mutual security military sales 
program. Under this program, Latin American countries have purchased $172 
million through June 1958. 

Fiscal year 1959 accomplishments were extremely limited by lack of funds. 
Two program objectives worthy of recognition were the modernization of ASW 
patrol squadrons by attrition replacements, and, the provision of the first incre- 
ment of the special program for Brazil. Training and a limited amount of 
materiel was provided in support of those military assistance program units 
which are considered necessary for hemisphere defense. 


CONTINUED COOPERATION OF LATIN AMERICAN NEIGHBORS 


Despite some political unrest in the Latin American area during the past year, 
the United States has received the continued cooperation of our Latin American 
neighbors. All countries in the area have continued to support free world policy 
and action in the United Nations. Brazil and the Dominican Republic provided 
sites in which we operate important stations for our long-range missile projects. 
Cuba continued to abide by its agreement in our operation of the U.S. Naval Base 
at Guantanamo Bay. U.S. military missions, the principal envoys of U.S. policy 
on standardization of military doctrine and equipment, remain predominant in 
the area. The 12 nations with whom the United States has bilateral military 
assistance agreements have continued to abide by the agreements and support the 
military assistance program units. 


MILITARY AID REQUEST FOR FISCAL YEAR 1960 


For fiscal year 1960 we are requesting $96.5 million for military assistance. Of 
the total assistance to be provided, $25 million is now programed to finance credit 
to countries of the area to purchase military equipment and services from the 
United States. The balance of $71.5 million is programed for materiel and train- 
ing to assist specified units of the 12 eligible Latin American nations in attain- 
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ing a combat capability to participate in missions important to the common de- 
fense. Details of this program are illustrated in the classified Latin American 
regional book which you have before you, Countries receiving military assist- 
ance are tabbed in yellow. 

Militarily there is a requirement for every Latin American country which has 
a significant military potential to participate in the hemisphere defense program. 

It must be recognized that each one of the Latin American countries is a sover- 
eign nation and as such enjoys its own national characteristics, determination, 
and aspirations. Each country is dedicated to its own defenses and will support 
modern military forces, in order to provide the necessary security for healthy 
growth and economic development. Therefore, discontinuing or substantially 
decreasing military assistance to Latin America will diminish their ability to 
contribute to the collective defense of the hemisphere. 


STATEMENT OF ROLLIN S. ATWOOD, REGIONAL DIRECTOR FOR LATIN AMERICA, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Chairman, members of the committee, I feel indeed honored to appear 
before this committee in support of the nonmilitary portion of the mutual 
security program for Latin America for fiscal year 1960. Other witnesses from 
Defense and State have testified on the military aspects of the mutual security 
program and the political, social, and economic situations of Latin America. 
I shall attempt to outline the basic role of the bilateral technical cooperation 
and special assistance programs, and to describe what has been accomplished 
and what must yet be accomplished in the interest of 180 million people in 
the United States and over 200 million in the countries to the south. 

In my current capacity, I have been privileged to appear before this committee 
for several years on behalf of the mutual security program for Latin America. 
In prior statements I attempted to explain in some detail the basic pro- 
graming procedures, the composition of programs, their main objectives and 
accomplishments. This year, if I may, I should like to concentrate on (1) 
the basic role of the bilateral program as related to the current situation in 
the region, (2) the respective contributions to the program made by the United 
States and the Latin American countries, which together have appropriately 
been termed the “Partners in Progress,’ (3) program accomplishments, and 
(4) problems confronting achievements of program objectives. 


BASIC ROLE OF THE PROGRAM IN RELATION TO THE CURRENT SITUATION 


Latin America may be considered as at a crossroads in its development. It 
has been caught up in a dynamic tide of economic and social development. It 
has been accurately described by many as a whirlwind industrial revolution. 
It has come at a time when some countries are ready for development, some 
have gained political independence but are just beginning to break the shackles 
of feudalism, some are still in the last stages of gaining political independence, 
and some are struggling for truly representative institutions and governments. 

There are, however, certain very strong ties that bind these countries and 
dependencies together and give authenticity to the phrase “Family of Nations.” 
The people throughout the area are united in their determination to be free. 
They are determined to improve their living standards and they are determined, 
one way or another, and sooner or later, to have governments that provide 
opportunities for the achievement of their basic needs and wants. 

The surging pressure of the people of Latin America for rapid material, social 
and political advancement can be a great force for the strengthening of demo- 
cratic ideals and concepts in this hemisphere. However, unless tangible evi- 
dence is readily available that the aspirations of individuals can be realized 
under a free enterprise, democratic approach, then this great and growing force 
could become susceptible to exploitation by enemies of the free world. 

Communist efforts at increased influence in Latin America could be easily 
underestimated if we limit our attention to bloc probes such as Taiwan and 
Berlin. In jealously guarding their freedom and national rights Latin American 
countries will continue to carefully scrutinize bloc trade and aid offers. With 
the fervor for rapid progress, we must recognize, however, that all offers of 
assistance will be considered. We must also recognize the short-term advantage 
available to the bloc, since they can concentrate on seemingly attractive trade 
and aid offers which are primarily designed to attain political objectives. Ex- 
amples of bloc offers which gain political favor are the recent heavy purchases 
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of wool in Uruguay and the $100 million credit to Argentina for oilfield equip- 
ment and other capital goods. 


It is our earnest hope that with appropriate guidance 
by the mutual security programs, the Latin American countries can maintain 
their rapid pace of economic and social development along democratic lines. 
The improving management of the vast human and natural resources of Latin 
America will strengthen steadily its position and importance in world affairs. 
It is essential that this growing power and influence remain steadfast to the 
cause of freedom. 

We do not have what can accurately be called a single United States program 
for Latin America. We are cooperating with 26 separate and distinct countries 
and dependent territories, located in the central and southern part of the West- 
ern Hemisphere. Our program consists of United States contributions to each 
of the 26 country programs. During the last 12 months I have personally visited 
20 country programs and have personally discussed the programs in the 6 terri- 
tories with the country directors. I can assure the committee that each country 
or territory has its own problems and its own program. 

It is essential that each country establish basic institutions to direct soundly 
its economic and social development. Latin American countries must simul- 
taneously assure political and social advancement to meet the increasing demands 
of its people for a greater role in determining their own destiny and for demon- 
strable progress in an improved level of living. 


and assistance provided 


RESPECTIVE CONTRIBUTIONS TO THE PROGRAM, “PARTNERS IN PROGRESS” 


In recent years, with increased emphasis on strengthening the basic skills 
and institutions needed in sound economic development efforts, the contributions 
of the cooperating countries have constantly increased. This voluntary assump- 
tion by the host countries of a growing share of basic responsibilities applies to 
all phases of the bilateral program including joint personnel, joint planning, 
host country program operations, and joint financing. 


Joint personnel 


The substantial increase in the number of host country personnel assigned to 
joint activities indicates not only the growing awareness of the importance 
of these projects to economic development, but also the realization by the host 
country of the need for a larger supply of trained personnel. The majority of 
the technical cooperation projects are administered under the cooperative service 
device, commonly referred to as a servicio. At the present time there are 53 
servicios in operation in 17 Latin American countries and one dependent territory 
in the Western Hemisphere. 

A major aspect of the projects being carried out by the cooperative services is 
that of providing in-service training to local employees working on these projects. 
As of December 31, 1958, there were some 19,500 local employees of servicios. 
Of these, 6,985 are classified as professional or subprofessional personnel who, 
in carrying out their assignments, are receiving valuable in-service training and 
on-the-job experience. Other local employees of the servicios who also receive 
direct or indirect training in connection with their jobs include some 3,065 admin- 
istrative and clerical personnel. Finally, there are some 9,450 unskilled workers 
or laborers working on servicio projects, many of whom will become skilled 
workmen. 

These 19,500 local employees of the Servicios are under the technical guidance 
of 596 U.S. technicians assigned to the country programs for that purpose. 


Joint Planning 


Since basic determinations as to development approach, pace, and emphasis 
must be made by the sovereign countries with which we cooperate, a serious prob- 
lem has been the general absence of adequate central planning entities. Although 
much more remains to be done, significant strides have been taken in meeting 
this problem during the past few years. Officially designated central planning 
groups have been set up in eight countries and plans for such groups exist in 
several other countries. 


Host Country Program Operations 


Another very important element in the concept of the cooperative service 
program involves the rate of transfer, or “turnover,” of projects to an agency of 
the host government to administer, maintain, and operate. During the 9-year 
period from January 1, 1950, through December 81, 1958, a total of 1,400 such 
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projects were completed or terminated by the cooperative services. Of this 
number, 1,090 projects were taken over by the host government ministry or 
agency to operate and maintain on a continuing basis. 


Joint Financing 


Joint funds utilized to implement these 1,400 completed projects totaled $101.2 
million for the 9-year period between 1950 and 1958. The U.S. share of this joint 
fund contribution for Servicio projects totaled $26.5 million, or approximately 
26 percent of the total amount of joint funds utilized. 


PROGRAM ACCOMPLISHMENTS 


In all our programs, we strive to assist those projects intended to produce 
concrete achievements in (1) reaching a large number of people, (2) developing 
host country institutions necessary for economic development, and (3) contribut- 
ing to the growth of the country’s economy, particularly in the private sector. 
Any effort to indicate in a summary fashion the nature of specific accomplish- 
ments in the Latin American program is rendered difficult since we are dealing 
with 26 identifiable programs representing 20 Latin American countries and 6 
dependent territories. Nevertheless, each country program narrative in the 
regional book for Latin America contains a section giving examples of accom- 
plishments in the mutual security programs administered by ICA. If I may, I 
would like to expand on this subject for a few moments. 

In Bolivia, during the last 18 months, 47 extension agents and 37 home demon- 
stration agents of the Agricultural Servicio have given 22,000 demonstrations 
reaching an estimated 351,000 people. This does not include the work of the 
home economics section of the same Servicio which, during the same period, gave 
4,398 demonstrations to 74,000 people on home improvement, nutrition, clothing, 
health and sanitation. The more than 400 Bolivian 4-S Clubs (patterned after 
our 4-H Clubs) have doubled their membership to 7,384 boys and girls. 
Through the combined efforts of 4-S club members and their parents 10 schools 
have been built, 2 bridges and 18 feeder roads constructed, and several hundred 
other major community betterment projects completed. 

This example has given you an idea of the accomplishments of a national 
agricultural extension service and the rural youth clubs in one country. Four- 
teen countries in Latin America now have national extension services, staffed 
by 1,447 extension agents and 441 home economics demonstrators. Throughout 
Latin America, there are 1,864 youth clubs in 16 countries, with a combined 
membership of 25,000 members. These clubs reach a larger number of people 
through a great variety of community projects. 

Another example of a type of project reaching large numbers of people is 
found in the southern part of the Ecuadoran Andes, where just a little over 
2 years ago the villagers were actually starving. The Mexican fruitfly had 
almost wiped out the fruit trees for which villagers in this area were entirely 
dependent for their income. The diseased fruit was selling for “hog feed” for 
about 25 cents for the full production of a 12-tree unit. As a result of the 
assistance offered in horticulture, about 200 guava trees were treated in a 
demonstration resulting in 85 percent yield of marketable fruit. The healthy 
fruit now sells for $70 for a 12-tree unit as compared to 25 cents for “hog 
feed.” The villagers recently literally tried to carry the ICA technician on 
their shoulders and give him all the credit for the accomplishment. He in 
turn pointed out that it was his counterpart, the ICA-trained Ecuadoran 
extension agent, who deserved the praise. The citizens responded that without 
the help of the “gringos” the job would never have been accomplished. 

As mentioned before, one of the main objectives of the technical cooperation 
program is to assist host governments to develop permanent national, local, or 
private institutions capable of making substantial contributions to the economic 
development of the country, One typical case of the successful achievement 
of this objective is that of the training-within-industry program in Brazil, m 
the Province of Sao Paulo. On October 27, 1958, U.S. technical assistance to 
the training-within-industry program formally terminated, and responsibility 
for operations was transferred completely to the technical assistance services 
training office in the Secretariat of Labor, Industry, and Commerce of the State 
of Sao Paulo. In the 7 years that TWI operated as a joint project, over 
27,000 middle management personnel (supervisors and foremen) were trained 
for 1,261 companies. Because of the “multiplier approach,” it can be con- 
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servatively estimated that over 270,000 people have received some benefit 
through this project, since each supervisor trained in turn will himself train 
at least 10 other foremen and middle-management personnel, 


PROBLEMS CONFRONTING ACHIEVEMENT OF OBJECTIVES 


Rapid growth in individuals and in countries does not take place without 
some growing pains. We have had many in our growth, and there are many 
evident in Latin America today. In 1958, Latin America experienced a rather 
unsatisfactory economic situation. The level of exports declined and thus 
earnings to finance imports also declined. Despite the fact that the export 
prices of some nonferrous metals (copper and zinc) have firmed up in recent 
months, those of important other products, such as coffee and cacao, remained 
low or even decreased. Net capital inflow in Latin America during 1958 
declined sharply, mostly due to a decreased rate of foreign investment in the 
oil industry of Venezuela. Loans by U.S. and international financial institu- 
tions to compensate for balance of payments difficulties expanded, and foreign 
exchange reserve continued to decline. Certainly, economic progress in 1958 
in Latin America did nothing to lessen its dependence on external economic 
assistance. 

Just as we once looked to friendly external sources for assistance in needed 
skills and capital, so Latin America is seeking such cooperation now. However, 
industrialization and the necessity to increase exports are not the only prob- 
lems facing Latin America today. The vast sums in trade, investment, loans, 
and emergency aid which have been flowing to Latin America will miss their 
mark unless they provide tangible evidence that the legitimate aspirations of 
the individual to economic and social betterment are being given full recogni- 
tion. Coupled with increases in agricultural and industrial facilities and 
productivity must come better health and sanitation, education, vocational 
skills, and a greater dignity and role for the individual person. ICA does not 
attempt, through its technical cooperation programs, to provide developmental 
eapital requirements for economic growth. Neither is the small special as- 
sistance program for Latin America designed to meet this need. Technical 
cooperation programs serve the objectives of the cooperating countries by 
helping them to eliminate key impediments to the fullest possible application 
of resources, both human and natural, inherent in an individual enterprise 
approach. Problems, such as inadequate educational opportunities, poor health 
and sanitation conditions, lack of technical and management skills, and non- 
existent or inadequate basic institutions do not encourage the flow of available 
development capital and weaken the ability of a country to adhere to sound 
and well-balanced economic practices. There appears to be no major deficiency 
in potential developmental capital available to Latin America from existing 
sources. I am including the Development Loan Fund as a potentially im- 
portant existing source. The recently chartered Inter-American Development 
Bank will also be in a position to provide additional development capital. 
The resources of the Export-Import Bank and the International Bank for 
Reconstruction and Developmeat have both been augmented recently. Private 
investment, especially with the guarantees now available, is taking place at 
a relatively high rate. Large investments in extractive industries which affect 
only a fraction of the people have failed, through no fault of their own, to 
bring about the type of development that satisfied the growing demand for 
more schools, pure water supplies, sanitary facilities, credit to build homes 
rather than speculative apartment buildings, and feeder roads rather than 
superhighways. 

st year I indicated to the Congress that there had been and would continue 
to be a shortage of internal and external capital funds available on a long- or 
medium-term basis to finance the aspects of economic and social development 
in Latin America which have been seriously neglected. ‘These aspects include: 
(1) local construction cost components of development projects, (2) local con- 
struction costs of farm-to-market or feeder roads, (3) municipal water supply 
and sanitary installations, (4) scientific and technical training in schools and 
colleges, (5) the constructing and equipping of hospitals and health centers, 
and (6) local capital to initiate savings and loan institutions to encourage a 
private housing industry. Advancement in these fields is essential if balanced 
economic and social development is to take place. Failure td make the neces- 
sary advance will postpone the development of a climate favorable to sound 
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private investment and will increase the feeling of frustration among large 
segments of the population. 

In view of these problems, I think we must consider, in addition to technical 
cooperation, long-term loans to finance development in the neglected fields of 
economic and social development. The Congress provided for this when the 
Development Loan Fund was set up. Its use can be of paramount importance 
in helping the countries achieve balanced economic and social development. 
During fiscal year 1959 a small but encouraging start has been made by the 
Development Loan Fund in these fields, but in ny opinion increased loan funds 
must be made available to supplement and multiply the accomplishments of 
the technical cooperation programs. 


PROPOSED INCREASES IN THE FISCAL YEAR 1960 PROGRAM 


Bilateral technical cooperation 

In the requests before you, we propose to increase our total bilateral tech- 
nical cooperation program in Latin America from about $34.8 million in fiscal 
year 1959 to $43.7 million in fiscal year 1960. The additional funds requested 
are considerably less than the amount recommended by our field missions and 
are considered to be the minimum required to achieve our major objectives 
in fiscal year 1960. ‘They cover a general 10 percent increase in costs, a modest 
strengthening of most approved country programs, a substantial expansion in 
Brazil, area-wide assistance in preliminary surveys which constitute the first 
step in the development of sound applications for external financing of im- 
portant development projects, and an intensification of training programs, 
mainly through an expanded use of host country and third-country facilities. 

The proposed increase of almost $2 million in the technical cooperation 
program in Brazil for fiscal year 1960, shown on pages 42 and 43 of the regional 
book, is essentially designed to establish, upgrade, and improve Brazilian edu- 
cational institutions in the fields of agriculture, public and business adminis- 
tration, and engineering. This program is intended to assist Brazil to increase 
the availability of trained manpower necessary for more efficient management 
of its resources. 

A principal deterrent to the attraction of additional investment and the 
availability of credit capital is the lack of surveys and studies to determine 
priority development needs and to adequately engineer key development projects. 
Accordingly, a significant part of the proposed increase for fiscal year 1960 
in technical cooperation, shown under regional programs on page 278, is 
planned for assistance in undertaking such surveys and studies. Assistance 
would also be considered for projects which would help establish or improve 
institutions competent to analyze and plan the development of industries and 
resources. 

A substantial expansion in technical training is also required to man the 
dynamic pace of economic development in Latin America, and to attract and 
service additional private investment. The language problem and the level of 
required training limit the number of Latin American trainees who can 
profitably come to the United States. Although use of Puerto Rico as a train- 
ing area eliminates the language problem for most Latin American countries 
and largely meets the problem of the level of training, facilities in Puerto Rico 
and elsewhere are limited, while programing must be geared to their optimum 
use. Accordingly, development and expansion of host country and third- 
country training facilities in Puerto Rico, Mexico, Brazil, and other countries 
must be encouraged. 

In programs of this nature, continuity is essential and it is preferable that 
funds should be appropriated without the requirement that they be expended 
within any fixed time period. 


Special Assistance 


Now turning to the special assistance program in Latin America, we are ask- 
ing for an increase from $26 million in fiscal year 1959 to $27.6 million in 
fiscal year 1960. This would provide for continuation of assistance in Bolivia 
and Haiti and for an increase in engineer construction units and public safety 
programs. 

Bolivia.—In view of the political and economic situation in Bolivia, it is es- 
sential to the interests of the United States that special economic assistance 
be continued to permit the Bolivian Government to act effectively and avoid 
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possible economic and political chaos. Continuation of special assistance for 
Bolivia, outlined on page 27 of the regional book, would be in support of its 
current vital stabilization program and for selected projects aimed at the 
achievement of sound economic development. 

Haiti.—In Haiti, the special assistance proposed for fiscal year 1960, as shown 
on page 146 of the regional book, is deemed equally essential to prevent a 
chaotic economic and political situation from arising which could seriously 
prejudice U.S. interests in the Caribbean area. While all special assistance 
is shown in the regional book as supporting economic development, it has be- 
come evident that a portion of the funds is needed and will be used to assist 
in the current critical budgetary and balance-of-payments situation. 

The regional and endlatributed special assistance funds for fiscal year 1960, 
shown on page 278, would be used for anticipated increased requirements in 
engineer construction units and public safety projects, which cannot yet be 
programed bilaterally with the individual countries concerned. Details of these 
proposals are included on pages 278 to 284 in the Latin America regional book. 


SUMMARY CONCLUSIONS 


In conclusion, may I note that the proposed increased aid levels are intended 
to permit (1) a further strengthening of the demonstrational and training 
aspects of the technical cooperation program, (2) the required added em- 
phasis on institutional development, (3) facilitating, through surveys and 
planning, the flow of additional required capital from available private and 
public sources, and (4) preventing situations of political and economic chaos 
from developing in Bolivia and Haiti. 

The revolutionary drives in Latin America, except in the overseas territories, 
where political independence is also a factor, are caused by and sustained by 
a refusal to tolerate feudal economic and social conditions. The people will 
tolerate no longer the lack of adequate protection against disease, the lack of 
education, and, most important, the lack of any hope that they can achieve 
their economic goals without sacrificing political independence. It is impera- 
tive that we understand fully the real significance and the immediate challenge 
posed by the economic and social revolutions underway in this hemisphere. 
We must never forget that a powerful force, based on an ideology and economic 
system alien to our free ideals and principles, confronts all of us in this 
hemisphere. Immediate, intelligent action on our part is called for. 


BREAKDOWN OF MILITARY AID PROGRAM 


Mr. Rusorrom. Also, we have a breakdown here in terms of dol- 
lars of this 1960 military program, which we would like to get into 
the record. 

The CHarmman. Fine. 

(The document referred to is classified and is in the committee’s 
files. ) 

The Cuatrrman. Thank you very much, gentlemen. 

(Whereupon, at 12:15 a.m., the committee recessed to reconvene at 
2:30 p.m., this same day.) 


AFTERNOON SESSION 


Present: Senators Fulbright (presiding), Green, Humphrey, 
Morse, Lausche, Aiken, and Carlson. 

The Cuarrman. The committee will come to order. 

We have this afternoon Mr. William Rountree, Assistant Secretary 
of State for Near East and South Asian Affairs, Mr. Leland Bar- 
rows, regional director for Near East and south Asia operations, 
ICA, and Rear Adm. E. B. Gr antham, Jr., USN, regional director 
for Near East, south Asia, and Africa, Office of Assistant Sec retary 
for International Security Affairs, Department of Defense. 
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Mr. Secretary, we are glad to have you. You have a prepared 
statement for the committee ? 
Mr. Rountree. Yes, Mr. Chairman, I do. 


STATEMENT OF WILLIAM M. ROUNTREE, ASSISTANT SECRETARY 
OF STATE FOR NEAR EASTERN AND SOUTH ASIAN AFFAIRS; AC- 
COMPANIED BY LELAND BARROWS, REGIONAL DIRECTOR FOR 
NEAR EAST AND SOUTH ASIA OPERATIONS, ICA, AND REAR ADM. 
E. B. GRANTHAM, JR., USN, REGIONAL DIRECTOR FOR NEAR 
EAST, SOUTH ASIA, AND AFRICA, OFFICE OF ASSISTANT SECRE- 
TARY OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


Mr. Rountree. Mr. Chairman and members of the committee, my 
colleagues from the International Cooperation Administration and 
the Department of Defense, and 1 welcome the opportunity to appear 
before you again in support of the Mutual Security Program. Our 
purpose today is to present the proposals under that program for the 
Near Eastern and south Asian area in fiscal year 1960. 

With your permission, Mr. Chairman, I will summarize the re- 
quests which are before you and describe the general situation in the 
area which makes the Mutual Security Program a major element of 
our foreign policy for this part of the world. My colleagues will 
submit written statements for the record which will provide more 
information on the military and economic programs which we are 
recommending. ‘The comments which I should like to make and the 
statements which we are submitting to you are intended to supple- 
ment, but not supplant, the Presentation Book. This book, upon 
which much careful effort has been expended, sets forth the accom- 
plishments of the Mutual Security Program during past years, and 
makes clear why we must carry forward these activities for the 
coming year. 


AMOUNTS REQUESTED FOR NEAR EAST AND SOUTH ASIA AREA 


You will note that we propose ICA-administered economic as- 
sistance programs for fiscal year 1960 for this region in the amount 
of $397 million. These programs represent increases over those for 
the preceding year of about 20 percent each in defense support and 
technical cooperation assistance, and a decrease of about 20 percent in 
special assistance. On the military side we propose programs total- 
ing $412 million. These represent a small reduction below approved 
levels for fiscal year 1959. In addition, we urge approval of the au- 
thorization requested for the Development Loan Fund and for the 
contingency funds proposed for the President’s discretionary use. 

I should like to return in a few moments to the bases for these re- 
quests, but first, in order to set the general framework for our con- 
sideration, I shall review the events of the past year and the current 
situation. 

AREA PROBLEMS AND U.S. OBJECTIVES 


This committee is familiar with the historical, cultural, and eco- 
nomic facts about. the Near East and south Asia and with the many 
problems which make difficult the achievement of our objectives 
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there. The peoples are demanding change and improvement. In 
part, progress is frustrated by in: idequate 1 resources; by political and 
social problems; by the threat of internal subversion and external 
aggression; and by the existence of deep-seated conflicts between peo- 
ples and countries. In spite of these frustrations it is our hope that 
progress can be made in an evolutionary manner. As I have stated 
before to this committee, our objectives are essentially : 

First, to support the development of strong and independent na- 
tions able and willing to resist the subversive efforts of interna- 
tional communism ; second, to contribute, if requested by the nations 
of the area, to their security, recognizing that in a broad sense their 
security is our security; third, to assist ‘and encourage the countries 
of the area to resolve their disputes i in accordance with the principles 
of the Charter of the United Nations; fourth, to contribute to the 
economic progress and development of the nations of the Near East 
and south Asia. 

Achievement of these objectives is made difficult by the continuing 
pressures of the Sino-Soviet bloc and the machinations of interna- 
tional communism. Economic and military aid, trade and barter 
agreements, threats and internal subversion are the tools by which 
these pressures are furthered. 

Let me review briefly some of the events which have taken place 
during the past year in this part of the world. 


EVENTS IN THE NEAR EAST——-LEBANON AND JORDAN 


In Lebanon early last year a combination of internal tensions and 
pressures aggravated by external interference had produced a situa- 
tion threatening the continued independence and integrity of that 
country. In concrete demonstration of our ability and readiness to 
help Middle Eastern countries to maintain their independence, the 
United States responded to the urgent pleas of the duly constituted 
Government of Lebanon and dispatched U.S. forces to assist that 
Government. At the same time, the United Kingdom responded to 
a similar request for assistance from the Hashemite Kingdom of Jor- 
dan. The landings of U.S. forces in Lebanon and British troops in 
Jordan were bold and necessary steps. Additionally, it was possible 
for us to utilize the Mutual Security Program to provide further as- 
sistance to maintain the stability of Jordan and Lebanon. These 
operations set a precedent for prompt, decisive action and the 
judicious use of power and assistance. The effect will continue to be 
a distinct asset to us in this part of the world. 


IRAQ AND UNITED ARAB REPUBLIC 


In July a new government came into power in Iraq through a 
revolutionary military coup d’etat. We have viewed this as an in- 
ternal matter, though quite obviously our relations with the country 
have been affected “by the change in regime. Our objective is to 
maintain friendly relations with. the Governme nt of Iraq, as with 
all other Near Eastern states. 

One result of the cowp d’etat in Iraq was the termination of the 
short-lived Arab Union of Iraq and Jordan. The succeeding months 
have seen a restoration of general calm in Jordan, and we have been 
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most pleased with the visit to the United States of His Majesty, 
King Hussein. We continue to believe that the maintenance of the 
independence of this state is important. Furthermore, instability 
in Jordan could conceivably result in regional turmoil which would 
not be in the interest either of the area or of world peace. 

Developments in Iraq have had a further effect in the deterioration 
of its relations with the United Arab Republic. The latter country 
is actively concerned with, and is working to solve, the serious prob- 
lems of its underdeveloped economy including the interrelationship 
of the Syrian and Egyptian sectors. 

Progress has been made in the normalization of relations between 
ourselves and the United Arab Republic. A noteworthy development 
was the conclusion of a financial settlement between the United Arab 
Republic and the United Kingdom under the leadership of the Inter- 
national Bank. 


SUDAN, YEMEN, SAUDI ARABIA, AND ISRAEL 


Sudan faces serious economic problems which stem in large part 
from a critical crop failure and from marketing difficulties in con- 
nection with its cotton crop. Sudan places heavy reliance on cotton, 
its principal exchange earner. During the year the political regime 
in the Sudan was changed by a peaceful military coup d’etat. The 
new regime seems to be striving to establish conditions of stability 
and to undertake steps toward a more balanced and diversified de- 
velopment of its economy. 

In the Arabian peninsula a noteworthy development was the im- 
provement of our diplomatic representation to Yemen, our Ambassa- 
dor to the UAR having, on March 4 of this year, presented his cre- 
dentials to the Imam as Minister to Yemen. Our prompt action in 
responding some 2 months ago to an emergency request from that 
nation for wheat to relieve famine has had a beneficial effect on our 
relations. Saudi Arabia with whom we continue to maintain close 
and important relations, made progress in internal financial reform. 

Israel made significant progress during the year in carrying for- 

yard its dynamic internal development program. However, it con- 
tinues to face important problems growing out of area tensions. 


UNRESOLVED PROBLEMS AND HEARTENING DEVELOPMENTS IN NEAR EAST 


Unfortunately many of the basic problems which lead to disputes 
among the countries and to instability in the area remain unresolved. 
This is particularly the case with the Arab-Israeli problem and the 
plight of the Palestine refugees. 

Tfowever, a heartening development has been the increasing recog- 
nition in the Arab world of the threat posed by the machinations of 
international communism. I should also like to note that the Arab 
community has taken action leading toward the establishment of an 
Arab development bank, a move which we view as encouraging. 


COLLECTIVE SECURITY ARRANGEMENTS 


I should like now to turn to the northern tier of countries of this 
area. Greece, Turkey, Iran and Pakistan are associated with the free 
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world in full support of the principle of collective security. Greece 
and Turkey are members of NATO; Pakistan is associated with us 
in SEATO; Turkey, Iran and Pakistan are the Middle East members 
of the Baghdad Pact, to which the United States continues to give 
strong support. Iraq, formerly a member of the Baghdad Pact, was 
inactive in that organization following the July 14 coup d’etat, and 
on March 24 officially notified the other member governments that it 
was withdrawing from the pact. 

You will recall that tho Baghdad Pact Council of Ministers, meet- 
ing in London on July 28 shortly after the change of regime in Iraq, 
joined together in a declaration reaffirming their determination to 
cooperate in their security and defense. At that time the United 
States reaffirmed its support for this principle, and expressed willing- 
ness to enter into agreements to give further effect to our cooperation. 
On March 5, 1959, the United States entered into bilateral executive 
agreements with Turkey, Iran, and Pakistan, based on the Middle 
East resolution and the Mutual Security Act, for strengthening the 
determination of these countries to cooperate in building internal 
economic strength and defense against the threat of external 
aggression. 

It continues to be in our interest to support those countries asso- 
ciated in collective security arrangements which provide a defensive 
shield so important to the free world. 


TURKEY, IRAN, PAKISTAN, GREECE, AND CYPRUS 


Turkey continues to face severe economic problems as that nation 
strives to develop and strengthen its economy while carrying a heavy 
military burden. The country is currently engaged in an economic 
stabilization program made possible by the joint efforts of Turkey’s 
free world friends and international organizations. 

Iran, too, even with its substantial oil revenues, has many problems 
as it struggles to achieve an effective pace of economic development 
while maintaining forces essential to its security and defense. As 
you know, a massive Soviet propaganda campaign against Iran has 
recently been unleashed. 

Last October Pakistan experienced a peaceful military coup d’etat. 
The new government is committed to the earliest practicable reestab- 
lishment of constitutional and representative government. In the 
meantime it has embarked upon measures intended to stabilize the 
nation and develop its economy in the fact of difficult and perplexing 
problems. 

Greece also has problems related to the maintenance of its hard- 
won strength while remaining a staunch, free world ally member of 
NATO. I should like to note particularly the developments in Cy- 
prus during the year. Peace has at last come as a result of states- 
manship of a high order demonstrated by Greece, Turkey, and the 
United Kingdom and the representatives of the people of this trou- 
bled island. 


INDIA, AFGHANISTAN, NEPAL, AND CEYLON 


There have been significant developments in south Asia during the 
year. India, largely as a result of its efforts to develop beyond the 
needs of an expanding population, has been faced with an economic 
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crisis. India’s success in these efforts is important to the free world. 
Twice during the year, under the auspices of the International Bank 
for Reconstru uction and Development, some of the more fortunate free 
world countries met to marshal resources to assist in this crisis. 

In fact, one of the most heartening developments during the year, 
demonstrated in both Turkey and India, was not only the concern of 
the free world community of nations but. its willingness to act in 
concert when the less fortunate members of that community are faced 
by economic crises. 

The United States provided further assistance to Afghanistan dem- 
onstrating again our sincere interest in helping this nation move to- 
ward its development in the face of internal economic problems. Its 
difficulties are complicated by its exposed geographic position. 

Nepal has just completed its first nationwide election under uni- 
versal, adult suffrage. The elections were conducted under the con- 
stitution promulgated on February 12 providing for a constitutional 
monarchy under a parliamentary system of government. Nepal, as 
it moves toward modernization, continues to be subjected to the pres- 
sures and wooings of the Sino-Soviet bloc. 

Ceylon has had and still has internal problems of major significance 
to the nation’s economic health. Its well-being continues to be very 
much in our interest. 


EVENTS IN TIBET; SOUTH ASIAN INTRA-AREA PROBLEMS 


The events and the lessons of Tibet have had a tremendous impact 
in south and southeast Asia. The peoples of the region have reacted 
vigorously to the brutal suppression of the religion and the way of 
life of the Tibetan people. 

Additionally, of particular significance in south Asia, are the intra- 
area problems between nations. On one of these, the Indus waters 
dispute between India and Pakistan, there are signs that progress is 
being made with the assistance of the International Bank for Re- 
construction and Development. I would hope that at the appropriate 
time the United States might be in a position to lend its assistance 
in the implementation of any agreed upon resolution of this very 
serious problem. 


NEEDS FOR MUTUAL SECURITY FUNDS 


I have tried briefly to summarize the significant happenings in the 
Near East and south Asia during the year. Some of these were ad- 
verse to United States and free world interests, but others represent 
real progress toward developing stability and the meeting of the aspi- 
rations of the peoples. I should like now to deal with the programs 
before you in relation to these developments. 

Funds authorized and appropriated under the Mutual Security Act 
have made and will continue to make major (aman to the 
achievement of our foreign policy objectives in the Near East and 
south Asia. We believe that the proposals before you are soundly 
conceived and represent minimum requirements for effective use of 
the Mutual Security Program in furthering our interests. 

As I have previously indicated, we are proposing for ICA-admin- 
istered economic assistance programs $397 million for fiscal year 1960 
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for 12 countries. In seven countries, the request represents an in- 
crease over the authorized program for fiscal year 1959; in five coun- 
tries it represents a decrease. 


REQUESTS FOR DEFENSE SUPPORT, TECHNICAL COOPERATION, AND SPECIAL 
ASSISTANCE 


Three-fifths of the total request for economic assistance—that is, 
$242 million—is proposed for defense support programs in Greece, 
Turkey, Iran, and Pakistan, in order to provide these countries with 
sufficient economic support to insure their needed contribution to the 
common defense. The sum of $80 million is proposed to cover spe- 
cial assistance programs in Nepal, Afghanistan, Jordan, and Sudan, 
to provide additional funding for regional programs and for a supple- 
mental United States contribution to the United Nations Emergency 
Force in the Middle East. These special assistance programs vary 
in their immediate purpose, but all share the general objective s help- 
ing to prevent economic and political instability harmful to U.S. 
interests. 

For technical cooperation we are proposing assistance totaling $50.6 
million. This would cover programs in all the eight countries just 
mentioned, plus Lebanon, Israel, India, and Ceylon. These funds 
would, as well, provide for the continuation of a number of impor- 
tant regional projects. 


REQUEST FOR RELIEF AND REHABILITATION OF PALESTINE REFUGEES 


We are also proposing $25 million for the relief and rehabilitation 
of Palestine refugees. In this connection I should like to note par- 
ticularly our request for amendment of section 407 of the Mutual 
Security Act. We are asking that we be permitted full utilization of 
authorized and appropriated funds for relief and rehabilitation. 
Currently 15 percent of funds appropriated for the refugees must be 
reserved for resettlement. or repatriation purposes. We continue to 
seek through the United Nations a resolution of the basic problem of 
which the refugees : are the victims. In the absence of such solution, 
we believe it essential that the total funds requested be available for 
their relief and rehabilitation. 


REQUEST FOR MILITARY ASSISTANCE 


For military assistance to countries of this area we are proposing a 
total of $412 million for fiscal year 1960. In the main these funds 
will be utilized to provide military hardware, spares, and maintenance 
equipment, and military construction in the four area countries— 
Greece, Turkey, Iran, and Pakistan, associated in free world collec- 
tive security arrangements. The purpose of these programs is not 
only to maintain the present level of military effectiveness, but in 
certain countries to provide modern weapons and training, considered 
vital for improvement of the recipient nations’ military posture. 
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SPECIAL NEED FOR CONTINGENGY FUNDS 


While not specifically set forth in the presentation book before you, 
there is a special need in the light of area conditions for adequate con- 
tingency funds. The events of the past year—as for example in 
Lebanon and Jordan—have again demonstrated the difficulties of pre- 
dicting precisely in advance funding needs that must be fulfilled in 
the furtherance of U.S. objectives, As I have said, the Development 
Loan Fund is of major significance in this area, and we believe that 
the funding requested is minimal. 


OTHER EXTERNAL ASSISTANCE RESOURCES 


The Mutual Security Program does not, of course, encompass all of 
the external assistance which may be made available to these coun- 
tries. The surplus agricultural commodities available under Public 
Law 480 represent one important resource. Agreements for sales for 
local currency under title I of that act to countries in this region in 
fiscal year 1959 are expected to have a market value of over $475 mil- 
9 Substantial amounts are expected to be provided duri ing fiscal 

+1960. Additionally, these surpluses are utilized, uder authority 
of title II of the act, to provide assistance in emergencies arising from 
drought, famine, or other disasters. During this y sar, such relief for 
this area is expected to amount to $30 million. 

Account also is taken of the facilities of the Export-Import Bank 
and of the International Bank for Reconstruction and Development. 
We continue to place great emphasis upon the important role of pri- 
vate investment and trade in furthering United States foreign policy 
toward this part of the world. 


BALANCED APPROACHL TO TOTALITY OF U.S. OBJECTIVES 


The programs before you have been carefully developed, not only in 
the light of other available resources, but in the light of a balanced 
approach to the totality of U.S. objectives in our relations with each 
country and as between countries. 

The tasks are difficult of achievement. The problems of the Near 
Kast and south Asia are complex. It is evident that a solution to 
these problems and achievement of our objectives is not easy. In the 
final i resolution of these problems must come from within 
the ar But in many instances our support, help and encourage- 
ment are essential. We in the executive branch believe that the pro- 
pepels we are making to you for the Mutual Security Program for 
iscal year 1960 will make a significant contribution toward the attain- 
ment of U.S. objectives in the area 

Thank you, Mr. Chairman. 

The Cuamman, Thank you, Mr. Secretary. That is a very good 
statement, j 
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(The statements of Mr. Barrows and Admiral Grantham follow :) 


STATEMENT OF LELAND BARROWS, DIRECTOR, OFFICE OF NEAR EAST AND SoutH Asia 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


SUMMARY OF FUNDS REQUESTED 


A total of $397 million is proposed for ICA-administered economic assistance 
in fiscal year 1960 to the Near East and south Asia region; this compares with 
presently approved programs of $369 million for fiscal year 1959. The sums 
proposed for fiscal year 1960 represent increases over the preceding year of 
about 20 percent each in defense support and technical cooperation assistance, 
and a decrease of about 20 percent in special assistance. 

The ICA program does not, of course, represent all the economic assistance 
to the region from U.S. sources. Under Public Law 480, agreements signed 
or expected to be signed in fiscal year 1959 provide for the sale, for local cur- 
rencies, of surplus agricultural commodities with a market value of over $475 
million to the countries in this region; present expectations for fiscal 1960 
are for a somewhat smaller but still very substantial amount. Title II, Public 
Law 480 assistance, under which U.S. agricultural surpluses are contributed 
to relieve drought, famine, or other natural disasters, is expected to amount 
to an additional $30 million in fiscal year 1959. By March 31, 1959, the De 
velopment Loan Fund had committed a total of $395 million to aid the countries 
of this area. Against this, signed loan agreements total $329 million, all but 
$97 million signed during fiscal year 1959. Export-Import Bank commitments 
during fiscal year 1959 have been $46 million. While the activities of these 
institutions are not programed in advance, it is clear that the lending agencies 
will continue to receive additional loan applications from countries in the Near 
East and south Asia during fiscal year 1960. 

The ICA assistance programs to be financed from the funds requested are 
proposed for 12 countries in the Near East and south Asia region in the fiscal 
year 1960. In seven countries, the request for 1960 represents an increase over 
the program authorized in 1959; in five countries, a decrease. In three countries 
in which we have had economic assistance programs in the past, no new 
program is proposed for the fiscal year 1960, but we may be engaged in the 
completion of projects initiated in previous years. 

Of the $397 million for economic assistance to the region, $242 million, or 
three-fifths of the total, is proposed for defense support programs in Greece, 
Turkey, Iran, and Pakistan, in order to provide these countries—all members 
of one or more of the free world defensive alliances—with sufficient economic 
support to secure their needed contribution to the common defense. The sum 
of $76.1 million is proposed to cover special assistance programs in Nepal, 
Afghanistan, Jordan, and Sudan and to provide additional funding for regional 
programs. These special assistance programs vary somewhat in their immediate 
purpose, but all share the general objective of helping to prevent economic and 
political instability harmful to the U.S. interest. For technical cooperation, 
we are proposing assistance totaling $50.6 million. This would cover programs 
in all the eight countries already mentioned, plus Lebanon, Israel, India, and 
Ceylon. In addition, a number of important regional projects would be con- 
tinued. The sum of $3.5 million is proposed to cover the U.S. contribution 
to the United Nations Emergency Force in the Middle East. The remaining 
$25 million is proposed for the Palestine refugee program, administered by the 
United Nations Relief and Works Agency. 

The ICA and other U.S. assistance programs noted above are mutually rein- 
forcing. Defense support, supplemented by the sale of agricultural surpluses 
for local currency under Public Law 480, is generally designed to provide the 
recipient country with resources at least sufficient to prevent economic deterior- 
ation. At a minimum this goal requires achievement of increases in production 
commensurate with the increase in population. Building upon this base and 
benefiting from the techniques, skills, and institutions developed under the 
technical cooperation programs, the Development Loan Fund and similar insti- 
tutions may then provide additional resources, on the basis of applications for 
loans to finance specific activities, to assist a more satisfactory rate of economic 
growth. 
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IMPORTANCE AND PROBLEMS OF THE REGION 


There can be no question of the importance of the Near East and south Asia 
region to the rest of the world. In human terms, the region has a population of 
some 600 million, almost a quarter of the world’s total population and nearly 
a third of the population of the free world. In economic terms, the region is 
important for its oil production; its known oil reserves, which constitute some 
71 percent of the free world’s total; and its position controlling important world 
trade routes. Moreover, with its vast human resources, particularly in the 
south Asian subcontinent, the present position of the region both as a producer 
and as a market will in the future be multiplied manifold. In geopolitical 
terms, the importance of the area is most strikingly demonstrated: It is the 
principal target of the Communist economic offensive. From 1954 to the end of 
1958, the Sino-Soviet bloc has made available to the countries of the region the 
equivalent of $1.7 billion in aid, more than $1 billion of it as economic aid. 
This constitutes two-thirds of all Sino-Soviet economic aid. Bloc aid to this 
area increased rapidly during the past year. During 1958, Sino-Soviet economic 
aid to these countries totaled $460 million, over 24%4 times the average amount 
for the preceding 3 years. 

The Near East and south Asia region, although encompassing considerable 
diversity, has a number of problems common to most of the countries of the 
area and to many other of the economically less-developed countries as well. 
The revolutionary improvements in transportation and communication, the 
demise of colonialism, and the forces of world politics have brought many 
countries in this area into the 20th century world unequipped with the social, 
economic, and political structures and institutions that are needed to meet their 
current problems. National independence is a recent achievement, the majority 
of these peoples having won it since World War II. The governments have a 
relatively short range of experience and few reserves of technical skills to draw 
on. Many had inherited administrative structures devised primarily, if not 
exclusively, merely to preserve a surface order. The economic and social insti- 
tutions are often little better adapted than is the structure of government to 
the present size of the country or needs of the times. 

The central economic problem of many of these countries is described in a 
single word—poverty. This extreme of poverty—by modern standards—is no 
more new than is the inadequacy of public administration. 3ut just as the 
problem of improving governments has taken on new importance with the 
newly won independence of these countries, so the problem of improving 
standards of living has become critically important in the light of what has 
been aptly termed “the revolution of rising expectations.” Average per capita 
consumption that in some countries is probably no more than a 20th to a 40th 
of that in the United States—exact comparisons are not possible, but the 
enormous magnitude of the differential is clear—is no longer accepted with 
fatalism. The plain fact that an average life expectancy of some 30 years is 
not inevitable is increasingly recognized by the masses of the people. Their 
countries are now independent. Other countries have advanced. The mass of 
the people expect perceptible improvements in their own standard of living. But 
the availability of the skills, institutions, and material resources, which are 
essential to rapid increases in production, income, and consumption, is gen- 
erally grossly inadequate for the task. 

In common with others, these countries face the threat to their independence 
of international communism. The burden of providing for their own defense, 
particularly among those countries that have joined the free world defensive 
alliances, takes a heavy share of their already severely limited resources. 

The U.S. programs that have been operating for periods ranging from 2 to 12 
years in this region have not, of course, solved these centuries-old problems. 
Their solution lies largely with the countries themselves. Yet, working together 
with these countries, our programs have registered specific accomplishments 
that clearly contrbiute to solution of these long-term problems. For the most 
part, our limited immediate objectives have been achieved: supporting strength- 
ened mutual security measures; helping to prevent economic and, hence, politi- 
cal instability ; and providing at least a minimum base for further economie and 
political development. 


40110—59—pt. 1——-38 
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DEFENSE SUPPORT 


About three-fifths of the funds that we request for the Near East and south 
Asia region in 1960 is in the defense support category and is intended for use in 
the countries of Greece, Turkey, Iran, and Pakistan. These countries are all 
associated with the United States and the other nations of the free world in one 
or more defense pacts and all require the assistance we propose in this category 
to support agreed military effort. 

Details of the defense support programs vary somewhat from country to coun- 
try but certain characteristics—which I think it will be worth while to sum- 
marize here—are substantially the same in all four countries. 

In the first place, defense support assistance to these four countries in this 
region at the present time and as proposed for fiscal year 1960 is in the form of 
nonproject aid. That is to say, in the form of money or procurement authoriza- 
tions to provide imported commodities required to meet the needs of the econ- 
omy arising from the economic demand created by the extraordinary military 
effort. 





The counterpart funds derived from the sale of defense support commodities, ° 


whether they are allocated directly to the military budget or not are used in 
such a way as to enable the recipient country to carry the budgetary burden 
represented by the defense forces. 

While there is a direct relationship between the defense support program and 
the program of military assistance, it is not, of course, a direct mathematical 
relationship. Some countries need and can make effective use of the weapons, 
the transport, and the other military equipment and supplies provided by the 
military assistance program without finding that the budgetary burden which 
they must assume exceeds their financial capacities. 

Others, including the four countries in this region which receive defense 
support assistance, simply cannot carry the military role they would like to 
fulfill without aid which cannot be met by military assistance alone. In such 
cases, therefore, the same U.S. interests which we serve by equipping these 
countries with military essentials explain our request for defense support 
assistance. 

The two largest defense support programs in the region are those in Pakistan 
and Turkey, and I shall concentrate my remarks on these programs. 

Pakistan.—Pakistan is a clear example of the need for defense support. The 
Pakistan military commitments, as a member of both SEATO and the Baghdad 
Pact, are beyond Pakistan’s economic capacity to meet. The increasing pressure 
of this resource shortage stems in part from the fact that changes in the terms 
of trade have reduced the value of Pakistan’s exports in relation to the cost of 
imports by more than 50 percent since 1950. 

Notwithstanding the availability of defense support assistance, substantial 
assistance in the form of agricultural surplus products supplied under Public 
Law 480 and substantial loans from the Development Loan Fund and other 
lending agencies, Pakistan has drawn down its foreign exchange reserves at 
an alarming rate in the past 2 years. The most that can be said is that the 
country has shown enough economic growth in the period during which Ameri- 
can aid has been available to keep pace with the increase in population. 

In such circumstances, a situation which is now only barely tolerable would 
have been impossible without defense support aid. There is little doubt that 
defense support assistance has been essential to the maintenance of the Pakistan 
defense forces. Indeed, defense support plus other forms of economic assistance 
have maintained not only the Pakistan military position but also a measure of 
financial stability and the limited growth in investment which is necessary to 
preserve a constant per capita national income. Without such aid, it is diffi- 
cult to see how Pakistan could have maintained its strong and uncompromising 
position on the side of the free world. 

It is difficult to take real satisfaction in this picture. There are, however, 
some grounds to believe that more progress may be made in the future. A 
comprehensive program of fiscal reform and improvement is being undertaken 
by the Pakistan Government. These developments give us reasonable grounds 
to hope that definite progress will be made in long-range economic improvement, 
but the problems of Pakistan are fundamentally so difficult, and, in certain 
respects, so much depends upon developments in the Indian subcontinent as 
a whole that it would be dangerous and perhaps misleading to promise too 
much. 








ee 


om ue 2 ce ee see Oe ee ee eee 





y 


~ 


~ 


oT \"- = 


=. 


- ee. SS Tw Ss Se We 


Sei 


MUTUAL SECURITY ACT OF 1959 587 


Moreover, given America’s own vital interests in south Asia, and the importance 
of Pakistan to those interests, I am inclined to feel that, if our aid did no more 
than maintain the present rate of economic activity and military and political 
strength, we would be led to conclude that its provision is necessary and 
justifiable. 

Greece.—The basis for the Greek program is fundamentally the same as that 
for Pakistan, even though here the general economic outlook is somewhat 
brighter. The Greek military effort, based upon NATO goals and constituting 
a contribution which both Greece and the United States believes to be fully 
justified by Greece’s international position, exceeds the resources available to 
Greece for the total of its desired military and economic uses. In fact, Greek 
reserves of hard currency fell last year, despite U.S. aid, and the Govern- 
ment of Greece imposed taxes and other measures in an effort to restrain the 
demand for imports. The approximately 5 percent of gross national product 
which Greece devoted to defense and the extensive investment program needed 
for continuing economic advance were simply greater than the resources available. 

The proposed program level for fiscal year 1960 is based on assumptions of 
increased export earnings. If such earnings are achieved, and no unantici- 
pated deterioration in other elements of the economic situation occurs, the pro- 
posed level of defense support would permit attainment of defense support goals 
without the need for a further drain on limited foreign exchange reserves. 

Iran.—The prograin of the ICA in Iran has undergone several marked changes 
since its inception 8 years ago. It was the first point 4 program in the world 
and was expanded during the Mossadeq period in order to provide tangible 
evidence to the population of U.S. interest in Iran and its people. In the emer- 
gency period following the fall of Mossadeq in 19538, the aid program was ex- 
panded substantially to give support to the new regime and prevent financial 
collapse. The U.S. economic aid extended during that period was instrumental 
in retrieving Iran from the threat of imminent Communist control and eco- 
nomic ruin. As oil production was resumed and the economy regained its 
stability, large-scale economic aid was gradually reduced. In the past 2 years, 
the Iranian defense support program has been a small one, largely associated 
with support of the technical cooperation program. In the light of recent 
events, however, there is being developed a program in Iran more closely re- 
lated than heretofore to the support of the growing Iranian military forces and 
to the economic impact of the military burden. 

Turkey.—The fourth defense support program in the region, that in Turkey, 
has the same basic purpose of providing the economic assistance necessary for 
the support of the military burden. In the case of Turkey, however, there is 
the additional objective of strengthening the effectiveness of a recently under- 
taken major stabilization effort, which holds great promise of increasing sub- 
stantially the effectiveness of Turkey’s economic development efforts and Turk- 
ish ability in the longer run to maintain its defense contribution. An explana- 
tion of this aspect of the defense support program requires a brief survey of 
the events leading up to the present situation. 

Turkey was able, from the initiation of American aid, to finance, largely with 
her own resources, a considerable program of investment. Unfortunately, how- 
ever, this overextensive effort, together with other factors, precipitated a mone- 
tary inflation which reached such serious proportions that it finally priced 
many Turkish products out of the export market, exhausted Turkish credit, and 
threatened to starve the economy for the lack of essential imports. 

This entire situation came to a head during the past year. Since our cur- 
rent aid program was discussed with this committee a year ago, the Turkish 
Government has adopted a vigorous and far-reaching program of fiscal and 
budgetary reform designed to stabilize its economy. It has adopted a de facto 
devaluation of the lira and, with the cooperation of its creditors to whom its 
debts had reached a total of $1,200 million, has worked out a new financial pro- 
gram providing for monetary stability, a reasonable rate of economic growth, 
and a continued military effort consistent with Turkish commitments. 

The stabilization program is a combined effort in which the financial measures 
taken by the Turkish Government have been supported by financial assistance 
in one form or another from the creditor nations in Europe individually, from 
the Kuropean Payments Union, the International Monetary Fund, and such 
U.S. Government institutions as the Export-lu.port Bank and the Development 
Loan Fund. The defense support appropriation of the mutual security pro- 
gram is being used aus an integral part of this special plan of financial assist- 
ance. 
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In fact, until the success of the Turkish stabilization effort is assured, support 
for this program must be given first place in Turkish economic policy and a high 
place among the objectives of American economic assistance. If the effort 
succeeds, the possibility of long-range economic growth will be greatly increased, 
Turkey’s ability to export enhanced, and the gains in production and national 
income achieved during the past decade protected. If the effort fails and the 
inflationary spiral is renewed, on the other hand, the situation will be very much 
worse than before. It is no exaggeration to say that Turkish military strength 
and political stability, as well as her economic security, turn on the success of 
this stabilization effort. 

The measures adopted during the present fiscal year, both within the Turkish 
economy and by creditor nations, must be continued throughout at least fiseal 
year 1960. To meet her external obligations under the stabilization program, 
Turkey will need substantial foreign assistance in the form of loans, credits, 
and defense support assistance; and, to maintain the necessary internal financial 
balance, the assistance of defense support aid will be required. 


SPECIAL ASSISTANCE 


Special assistance is economic aid designed to maintain or promote political or 
economic stability in countries in which U.S. support is essential to continued 
independence or to identification with the free world and to support economic 
growth where, for political and economic reasons, the use of the Development 
Loan Fund would be inappropriate. 

The United States supplies such assistance in cases where it is not possible to 
obtain U.S. objectives through alternative means. Six countries in the Near 
ast and south Asia region—Jordan, the Sudan, Afghanistan, Nepal, Lebanon. 
and Israel, plus a major regional telecommunications project under the Baghdad 
Pact—are receiving special assistance aid totaling nearly $102 million in the 
fiscal year 1959. The request before you proposes to continue special assistance 
aid to four of these countries and to the regional project in the fiscal year 1960. 
For this purpose, $76 million is requested. In addition, $3.5 million is proposed 
for the U.S. contribution to the United Nations Emergency Force in the Middle 
Bast. 

Jordan.—The largest special assistance program for the Near East and south 
Asia region is that for Jordan. This is an example of a program designed to 
meet an overriding U.S. political interest: maintenance of stability in the area. 

Since the creation of the State of Transjordan in 1921, the country has 
depended upon foreign subsidy for its entire military budget and for a portion 
of its nonmilitary requirements. From the beginning, this subsidy was provided 
by the United Kingdom. Jordan broke its ties with the United Kingdom in 1956 
The Anglo-Jordanian treaty was abrogated by Jordan in view of offers by 
Egypt, Syria, and Saudi Arabia to provide funds to replace the British subsidy. 
Within a few months, however, King Hussein, faced by the threat of internal 
dissension and possible collapse, appointed a strongly pro-Western, anti-Com- 
munist Cabinet. Egypt and Syria did not provide the expected aid; Saudi 
Arabia provided assistance for 1 year. The need for outside assistance to fill 
the gap became a pressing problem, and the United States agreed to provide 
help. 

Any threat to Jordan’s independence carries with it the danger of serious 
instability in the Middle East. The United States is, in effect, providing Jordan 
with the resources required to maintain stability. Jordan’s normal revenues 
are barely adequate to cover the normal civil budget. Jordan’s army requires 
over three-fifths of the country’s total budget and more revenue than it collects 
for all purposes. Total budget support requirements are determined through 
joint discussion by representatives of the United States and Jordanian Govern- 
ment of Jordan’s required expenditures and expected receipts. 

Aid is also proposed to continue a small number of development projects, under- 
taken in fiscal year 1958, to capitalize on the country’s limited natural resources. 
These include a diversion canal to make it possible to use the waters of the 
Yarmuk River to irrigate arid land in northern Jordan, road construction, 
municipal and village public works, and water resource development. These 
projects contribute to the achievement of U.S. objectives in the short run by 
alleviating unemployment and associated unrest and in the longer run by making 
possible a greater degree of self-support. 

Under the terms of title II of Public Law 480, the United States has also been 
able to provide wheat and livestock feed to Jordan, to offset the crushing impact 
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of a 2-year drought. These shipments of food and feed are relieving the dis- 
tress caused by the loss of production. 

Sudan.—In the Sudan, the objectives of the U.S. economic aid program are to 
help this new nation, which received its independence only 3 years ago, develop 
its economic potential and thus increase economic and political stability. In 
the long run, one of our primary instrumeuts for this purpose will be technical 
eooperation. In fiscal year 1960, the second full year of our operation in the 
Sudan, we propose to increase this program substantially. The second major 
instrument will be the continuing possibility of loans from the Development Loan 
Fund and other lending institutions. 

At the present, however, the country is confronted with an immediate, and 
we hope short term, economic crisis caused by the rapid deterioration of the 
market for the Sudan’s principle export commodity, cotton. The Sudan’s rela- 
tive prosperity in past years has depended, to an excessive degree, on world 
market sales of cotton, which has provided a major part of both foreign exchange 
earnings and government revenues. Shortly after Sudanese independence in 
1956, this favorable outlook was reversed. Difficulties in the cotton market were 
aggravated for the Sudan by overpricing of the 1956-57 crop with resulting 
failure of sales. The following year, the country experienced a substantial crop 
failure. The Sudan’s trade balance fell from $62 million on the credit side 
in 1956 to deficits of $48 million and $53 million in the next 2 years. The Sudan 
is no longer in a position to meet its original outline of plans for substantial 
new economic development, and these have been cut back despite external help. 
The problem, at least for the immediate future, is one of maintaining a reasonable 
minimum level of economic activity. 

U.S. assistance was initiated in late fiscal year 1958, just as the full effect 
of the cotton slump was becoming apparent. By fiscal year 1959, the continued 
low returns from cotton sales had called for a sharp reconsideration of the kind 
and level of program required in the Sudan. Special assistance support for the 
import program was substantially increased and, with an expected continuation 
of the foreign exchange shortage, is being proposed on a substantial scale for 
fiscal year 1960. Project activity initiated in fiscal year 1958 and fiscal year 
1959 will be continued, with concentration on agricultural diversification, re- 
search, and extension; education, particularly technical education; highway 
construction. 

We anticipate that in the future the Sudan will have increasing ability to 
manage its development on a loan basis. Although economic development activ- 
ity will not reach the scale which the Sudan had planned before its foreign 
exchange crisis began 2 years ago, the total Sudanese effort, including activities 
carried on with non-U.S. resources, such as a recent loan for railroad develop- 
ment from the International Bank for Reconstruction and Development, is ex- 
pected to give reasonable assurance of meeting the minimum requirements in 
the Sudan. 

Afghanistan.—Afghanistan walks a careful path between the Soviet Union 
and the West. The Soviet bloc has made a major push in Afghanistan, with 
loans of $158 million for economic development projects, together with transit 
rates which have kept the cost of freight movement to Afghanistan through 
Russia lower than the movement through Pakistan. Some of Russia’s most 
publicized projects are in Afghanistan. 

U.S. activity in Afghanistan preceded the Russian effort. We have tried 
to insure that all our programs had genuine economic merit for Afghani- 
stan’s future growth, with technical training to assure full use, and that the 
country’s ability to carry on trade and other relationships with the West should 
be enhanced. 

The primary objective of the fiscal year 1960 program is to carry forward 
projects already begun and largely funded in previous years. Funds, including 
assistance from the Asian Economic Development Fund, have been obligated for 
major projects—development of the Helmand Valley, a major regional transit 
project linking Pakistan and Afghanistan, improvement of Kabul University, 
and air transportation development. No new projects are proposed. Emphasis 
will be placed on carrying out the continuing activities. 

Nepal.—In Nepal, bordering on Communist-held Tibet, the program has also 
been designed to maintain the relations of that country as a part of the free 
world, despite increasing Sino-Soviet pressures. The proposed fiscal year 1960 
special assistance program is a continuation of engineering services connected 
with communications projects; and assistance in establishing an industrial de- 
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velopment corporation, to develop a small but competent corps of Nepali ad- 
ministrators and engineers capable of running profitable local business ventures, 


ISRAEL AND INDIA 


Two countries in the region cannot be adequately discussed under any of the 
ICA aid headings because technical cooperation, the only type of ICA aid pro- 
posed for these countries, is a very incomplete and inadequate reflection of the 
U.S. interest in these countries and such a small part of total U.S. assistance 
tothem. These countries, of course, are Israel and India. 

Israel.—The need for special assistance in Israel has been declining in recent 
years as the general economic situation of the country has improved and as 
increasing use has been made of other forms of American aid. The decision 
to request no special assistance for Israel in the fiscal year 1960 was based on 
the following considerations: 

(a) Israel receives substantial non-U.S. Government resources in the 
form of loans, gifts and other payments. These sources of foreign ex- 
change, together with Israel’s own export earnings and loans from the 
Development Loan Fund and other agencies, meet most of Israel’s require- 
ments for imports to support economic development. 

(b) Israel has used special assistance available in the recent past to 
purchase surplus agricultural commodities in the United States under the 
terms of section 402 of the Mutual Security Act, in addition to those pro- 
vided under Public Law 480. Our estimate of the requirements for the 
fiseal year 1960 indicate that commodities of this category likely to be 
available under Public Law 480, together with Israel’s normal food pur- 
chases in the United States and other friendly countries, will be sufficient 
to meet Israel’s needs for food imports. 

(c) Israel's success in using outside assistance effectively certainly justi- 
fies the aid which has been given. At the same time, it has put the coun- 
try in the position where it can rely on long-range development aid which 
can be provided through loans. Israel’s per capita gross national product 
stated in 1957 prices has risen from $704 in 1953 to $914 in 1959 and al- 
though these comparisons cannot be exact, it now stands more than twice as 
high as that reported for any other country in the Near East and south 
Asia region, and over nine times the rough average for the region as a whole. 

Israel must continue to develop economically in order to sustain without 
serious difficulty the loss of extraordinary foreign revenue which will occur 
when German reparations and restitution payments are completed, which is 
expected by 1963. Every effort in our program will be made to help Israel 
prepare for this adjustment. If the situation should deteriorate during fiscal 
year 1960, any needs that might arise would be considered, as they would for 
any country, in the context of available resources, including contingency funds. 

India.—The importance of India as the largest, and in many respects most 
influential, among the free world nations of Asia is well known. As the eco- 
nomic strength of Communist China grows and becomes more widely known, 
the feeling grows, particularly in Asia, that India must be helped to compete 
with Communist China in the economic sphere. No other nation in Asia is 
large enough nor has the economic potential. We must recognize the fact that, 
in the minds of Asians, it is Western ideas of economic freedom and democratic 
government which are tested in India in direct competition wth the authori- 
tarian methods of Communist China. 

India has engaged in a major national effort to foster economic development 
and to raise the low standard of living of the population. In this effort, India 
has needed substantial help and has received aid not only from the United 
States, but from a number of other free world countries and also from the Soviet 
bloc. India has made significant gains, although progress has been slower 
than had originally been hoped for. 

Aside from India’s part in the worldwide malaria eradication program, ICA 
administered aid to India in fiscal 1958 and 1959 has been limited to technical 
cooperation and is so limited in the program proposed for fiscal 1960. How- 
ever, the technical cooperation program: we are now providing is the largest 
which ICA conducts in any country, is varied in its impact, and is helping 
India to provide a sound technical foundation for economic growth. We have 

proposed to increase the technical cooperation program from $7.4 million in 
fiscal 1959 to $10.5 million in fiscal 1960. More than half the increase is in 
the field of industry. 
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It is apparent that India has further requirements for substantial assistance. 
One particularly important form of assistance is an assured food supply, and 
we expect that India will continue to purchase surplus agricultural commodities 
for local currency to supplement home production and normal marketings from 
friendly countries. Through fiscal year 1958, agricultural sales under Public 
Law 480 totaled $419 million, and we anticipate that India’s further needs will 
be met in fiscal year 1959 and fiscal year 1960. India’s requirements for devel- 
opment capital will most certainly result in further applications for loans from 
the Development Loan Fund, the Export-Import Bank, and the international 
Jending agencies. But of major significance, for India as for Turkey, is the 
need for concerted, multilateral attention to the problem of India’s development 
needs by the free world community. That such attention can be expected is 
evident from the 1958 meeting of India’s creditors, convened by the Interna- 
tional Bank for Reconstruction and Development to consider India’s funding 
needs during the balance of the second 5-year plan. 

At that time, India received credits and commitments of $385 million——includ- 
ing $100 million from the Development Loan Fund—to cover India’s require- 
ments of foreign exchange through March 1959. The very fact that the nations 
of Western Europe were able to join with the United States in providing such 
assistance to India is a most heartening development, which in my view has been 
made possible as a result of the achievements of past programs in Europe. 


TECHNICAL COOPERATION 


For technical cooperation we propose some $50 million for fiscal year 1960. 
A few illustrations of the kind of projects involved will help to indicate the 
nature of this program. 

Technical cooperation includes efforts that can make an important contribu- 
tion to the success of Development Loan Fund programs and similar activities. 
A useful example is the program of assistance in technical educational institu- 
tions in India. The traditional educational institutions have not produced the 
kind of graduates needed in a developing economy, nor are present facilities 
adequate to provide the numbers required. To meet this situation India is 
expanding recently developed technical educational institutions and creating 
additional new ones. The shortage of qualified teachers for these institutions 
is one of the most serious obstacles to be overcome. ICA has assisted some 11 
institutions to improve teaching methods and expand facilities and now intends 
to supply the contract services of three land-grant colleges (Wisconsin, Illinois, 
and Cornell) in a concentrated 3-year teacher training effort in five demonstration 
colleges. Supplementing this, in fiscal year 1958, we launched a 4-year program 
to help India train 500 young teachers in the United States. The first 60 of these 
are now nearing the end of their year’s study. 

The United States is particularly well equipped to provide technical guidance 
in agricultural extension, and programs are underway in many of the countries 
in the region. In Jordan and Iran, for example, extension programs geared to 
techniques applicable to the low average rainfall in these countries have now 
reached the stage where the U.S. contribution can begin to taper off. The 
sreek project is more advanced. An extension staff has been established in the 
Ministry of Agriculture and at present approximately 500 county agricultural 
agents and 150 home economists are located at field centers throughout Greece. 
This is now almost entirely a Greek program. The Greek organization is used 
by the United Nations technical assistance program as a demonstration show 
window for agricultural extension. Greek agricultural production in the past 
2 years, which include both a good growing year and a poor one, has been more 
than 25 percent higher than it was in 1953 and 1954, the first 2 years of the project. 

The regional insect control project is an example that cuts across country lines. 
Since biblical times locust invasions have been a serious hazard in this part 
of the world, and locusts are no respecters of national boundaries. The project 
started in 1952 with an initial objective of developing a coordinated locust 
control program, utilizing modern methods of aerial application of pesticides, 
for Near East, South Asian, and African countries. Through in-country training 
programs, and through developing a regional interest, great strides have been 
made toward dealing with this problem. Country contributions toward total 
costs have increased from a ratio of about twice the dollar contribution in the 
early days of the program to a ratio of more than six times today. India, 
Pakistan, Iran, Iraq, and Jordan have taken over virtually complete responsibility 
for their part of the locust control program. In 1958, Pakistan made its locust 
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control team available to the Governments of Saudi Arabia and Yemen to combat 
a heavy locust infestation on the Arabian Peninsula. As regional cooperation has 
grown in the countries of the Middle East, the focus of emphasis of the U.S. 
program has shifted to North Africa, the breeding ground of many of the locust 
swarms. The problem of locusts in the region has not been eliminated, but despite 
unusually severe locust invasions, it has been possible through U.S. assistance 
and the efforts made by the countries of the region to keep the problems within 
reasonable bounds. There has been no serious economic loss from locusts in the 
Near East since 1954. 

This sampling of technical cooperation projects illustrates a basic general 
objective: the projects have not only demonstrated and transferred a new 
technique, but have created a permanent support for the application of this 
technique within the fabric of the country’s own administration. They have 
helped to create institutions and attitudes within the country which provide 
reasonable assurance that the activity will be effectively continued after U.S. 
assistance has been phased out. This unspectacular achievement of changing 
institutions and attitudes within the country, which is not easily measurable, 
is in most cases the most important and enduring aspect of technical coopera- 
tion activity. 

In addition to the 10 countries I have already mentioned, a technical coopera- 
tion program is also proposed for Ceylon and Lebanon. 

Lebanon.—For Lebanon, we propose a technical cooperation program, con- 
centrating on agriculture and industry, continuing in fiscal year 1960 at about 
the present level. In the present fiscal year, there was also a special assistance 
program intended to meet special nonrecurrent needs for budgetary support 
arising from the interruption of Government revenues during the 1958 period of 
civil strife. 

Ceylon.—Ceylon’s trade is principally with the West; the country and its 
leaders have strong cultural ties with the West, particularly the United King- 
dom; and it is very much in the U.S. interest to help maintain a Western 
orientation in this country. In addition to the technical cooperation program, 
Ceylon is receiving other forms of U.S. assistance. Ceylon has purchased sur- 
plus agricultural commodities under Public Law 480, $6.3 million in 1958, and 
received $3.25 million in loans from the Development Loan Fund. Additional 
support in the form of surplus agricultural commodities will probably be 
needed in fiscal 1960, and Ceylon has additional applications on file with the 
Development Loan Fund. 

The technical cooperation programs proposed for the Near East, South Asia 
region, for fiscal year 1960, which total $50 million will carry out projects, such 
as those discussed, in the 12 presently planned country programs. It will con- 
tinue regional projects such as training at the American University of Beirut, 
which are serving more than one country. It will provide for an expansion of 
the Baghdad Pact technical cooperation program recently initiated to en- 
courage greater exchange of technical talent among the pact countries, and 
the use of United States and United Kingdon experts on projects involving 
two or more of these countries. The proposed funding for fiscal year 1960 is 
some 20 percent greater than that in the present year. The largest increase 
is for the new program in Sudan. Substantial increases are also proposed 
for the India and Pakistan programs. The basic reason for the increase in 
technical cooperation is our belief that this program has been sufficiently sue- 
cessful to warrant its expansion when that is practicable, and the indications 
of recent experience that both our increasing ability to recruit qualified techni- 
eal personnel and the increasing ability of the host countries to utilize them 
effectively are suffcient to permit an effective program at this higher level. 


CONCLUSION 


The $397 million proposed for programs in the Near East and South Asia is 
intended, in concert with other instruments of U.S. foreign aid and diplomacy, 
to protect and further U.S. interests in the area: the strengthening of mutual 
security, the prevention of economic instability, and the furthering of growth 
toward economic prosperity and political maturity. Fortunately, these are not 
merely the interests of the United States. They are widely shared by the peo- 
ples and the governments of the region. The Near East and South Asia is an 
area faced with many problems. Yet the resolution of these problems would 
provide one of the greatest opportunities to relieve world tensions. If the 
hundreds of millions of people of this region can, with our continuing help and 
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support, meet these challenges and grasp these opportunities, present security 
and future prospects will be advanced not only for this area, but for the whole 
free world. The role of ICA in the immediate steps of this great task is an 
indispensable one. We have studied with great care the requirements for carry- 
ing out our part. We are firmly convinced that the requests we are making are 
the minimum with which this role can be effectively performed. 


STATEMENT OF REAR ApM. E. B. GRANTHAM, Jr., DIREcToR, NEAR East, Sourn 
Asia, AND AFRICA REGION, OFFICE OF ASSISTANT SECRETARY OF DEFENSE FOR 
INTERNATIONAL SECURITY AFFAIRS 


Mr. Chairman, and members of the committee, it is a privilege to be here 
for the purpose of discussing our military assistance programs in the Near 
East-south Asia region—an area extending from Greece on the west, to east 
Pakistan on the east, and from Afghanistan in the north to Ceylon in the 
south. 

This great area, varigated in terrain, diverse in culture, tradition, and con- 
dition of economic and political development, rich in vital natural resources, 
is the land bridge between Europe and the Far East, and commands the major 
sea, air, and land routes between them. It confronts the menace of Com- 
munist Russia on the one flank and Red China on the other. Its strategic 
importance from the point of view of its geography, as well as its human 
and economic resources has been forcefully brought to world attention by 
events of the past decade. 

With four countries of this region—Greece, Turkey, Iran, Pakistan—the 
United States has concluded bilateral mutual defense agreements. We have 
a special agreement with Saudi Arabia regarding our use of facilities there. 
With the first two—Greece and Turkey—we are additionally associated in 
the North Atlantic Treaty Organization. Special ties with Turkey, Iran, and 
Pakistan exist by virtue of U.S. interest in, and contribution to, the activi- 
ties of the Baghdad Pact organization. 

Greece, Turkey, Iran, and Pakistan who are alined with us against the 
common danger together have more than 1 million men under arms; and 
the total of their national defense expenditures has averaged over $900 mil- 
lion per year during the past 3 years. During the same period we have fur- 
nished them military assistance at about $400 million per annum. 

Of all the countries embraced in this great region, Greece and Turkey 
were the first to receive U.S. assistance. In 1947 the President requested the 
Congress to pass Public Law 75, authorizing the provision of military, eco- 
nomic, and technical aid to these countries. 

The passage of this law marked the beginning of our worldwide assistance 
program, later unified and refined under successive mutual security acts. 

The pivotal part played by military assistance in helping to save Greece 
from falling into the Communist orbit in the early years is too well known 
to require emphasis. Under perhaps less dramatic circumstances, military 
assistance has contributed indispensably to preserving the will to independ- 
ence for other countries of the area. 

Had it not been for the military hardware provided and the operational 
effectiveness achieved with the help of our military assistance program, I 
cannot believe that Iran, Turkey, and Pakistan would have been either will- 
ing or able, so firmly and courageously, to stand up to repeated Russian 
threats. 





COMMUNIST INTEREST IN THE AREA 


A brief examination of the recent stepup of Soviet bloc activities through- 
out the area provides a measure of the importance of this region in Com- 
munist plans. Loss of the area to international communism would have the 
gravest consequences for the security of the United States and its allies. 

In addition to their substantial efforts at economic penetration, the bloc 
in recent years has undertaken an aggressive program of military assistance 
calculated to deepen the Communist foothold and increase its influence. 

During the period 1955-58 the bloc concluded military agreements with 
Dgypt, Syria, Afghanistan, Yemen, and Iraq to a total of about $785 million. 
These agreements involved—in addition to military hardware—the moderni- 
zation of a number of existing military installations and the construction of 
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new facilities, as well as the provision of over a thousand military techni- 
cians to the several countries and the granting of over 1,600 spaces in mili- 
tary training schools and installations in bloc countries. These figures give 
unmistakable evidence that the Soviets appreciate that the Near Bast and 
south Asian countries are of great importance, and that their effective domi- 
nation is a prime Communist objective. Our military assistance program is 
a major weapon to counter the Soviet effort. 

Since you have previously heard testimony regarding the major political 
events and developments throughout this region, I shall confine myself to 
coverage of military assistance activities there. More specifically, I shall briefly 
discuss each country separately, stating what the military assistance program 
accomplished during the past year, and what we propose during the coming 
fiscal year. 

You will note by reference to page 1 of the green presentation book that we 
are requesting a total of $412 million for the region for fiscal year 1960. 


COUNTRY PROGRAMS 


You are aware of the political repercussions incident to the July 1958 revolu- 
tion in Iraq. The effect that this event, and the simultaneous Lebanon crisis, 
had upon our military assistance operations is of direct interest. 


TRAQ 


Immediately after the coup in Iraq all movement of programed material was 
suspended, except for the subsequent delivery of three small shipments of spare 
parts which were on the high seas when the revolution occurred. 

As of the date of the coup, the programing of any further training for 
Iraqi personnel in U.S. installations was suspended, except for those who were 
then in the United States. 

As yet there has been no formal approach from the Government of Iraq for 
resumption of military aid. 

LEBANON 


You will recall that in July 1958 the Government of Lebanon proved unable 
to stem the spreading disorders in that country. The United States responded 
to a request from the Lebanese Government to dispatch forces. The presence of 
these forces served to stabilize the local situation, but more important, it was an 
indication that we were prepared to act vigorously to halt the apparent area- 
wide deterioration. This operation was funded out of military departmental re- 
sources and played a material role in bolstering the capability of the loyal forces 
at a time when conditions were most critical. No specific request for funds for 
Lebanon in fiscal year 1960 is being made, although a small requirement may 
develop. 

IRAN 


The Iraqi coup subjected Iran to immediate and strong pressures. Not only 
did she feel threatened by the situation on her Iraq boundary, but she promptly 
became the target of increased diplomatic and propaganda attacks from the 
U.S.8S.R. She stood in need of immediate encouragement and reassurance. As 
you know, urgent diplomatic measures were taken by the United States to this 
end, and our military assistance program bolstered her defense capability. Our 
Military Assistance Advisory Group personnel promptly took the initiative in 
joint consultation with the Iranian General Staff looking toward organizational 
and training improvement of her forces. These efforts are bearing fruit, and a 
comprehensive plan is now underway. Host country implementation of the plan 
has been energetic and purposeful, The Iranians have responded well to the 
advice of our Military Assistance Advisory Group. 

The strategic importance of Iran, her long common borders with the U.S.S.R., 
and the importance of her oil resources, need not be emphasized to this com- 
mittee. That we use every possible means to bolster her defensive capabilities 
and assure her continued firm alinement to the West and her effective contribu- 
tion to the Baghdad Pact is obviously essential to the maintenance of our whole 
Near East position. 

During the coming year our military assistance program will continue to bolster 
the combat potential of the Iranian forces. 
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JORDAN 


Jordan likewise immediately felt repercussions from the fall of the Western- 
oriented Iragi Government, and the dissolution of the Arab Union which 
resulted. The United States promptly came to Jordan’s assistance to maintain 
its internal security. 

Subsequently, the Department of Defense, on request of the Jordanian Govern- 
ment, conducted a thorough on-the-spot survey of her military establishment. 
Out of this survey came a series of recommendations, already transmitted to the 
Jordanian Army, which, when implemented, will do much to improve her defensive 
posture. Other courses of action, beyond the capacity of Jordan to carry out 
with her own resources, yet considered essential to the improvement of her 
nilitary capabilities, may also be required and are now under consideration. 


TURKEY 


The revolution in Irag also gave Turkey cause for concern. The U.S.S.R. seized 
upon the occasion by staging extensive maneuvers on the Turkish frontier, coupled 
with a stepped-up propaganda attack. The military assistance program re- 
sponded, as it had in the case of Iran. 

Turkey is the eastern anchor of the North Atlantic Treaty Organization, a big 
element in its defensive plans, and the largest contributor to its manpower. She 
is a member of the Baghdad Pact. It is unnecessary for me to emphasize her 
importance as an ally. Our military assistance program in Turkey for fiscal year 
1960 is directed toward assisting her to improve and maintain her active forces. 


GREECE 


Our military assistance activities in Greece during fiscal year 1959 were not 
directly affected by events transpiring further east. The Cyprus dispute, which 
resulted in the withdrawal of the Greek contingent from the North Atlantic 
Treaty Organization headquarters in Izmir, approached near-crisis proportions 
from time to time, but not in a way requiring any adjustments in our program. 
The Greek Government has since returned its personnel to the North Atlantic 
Treaty Organization staff at Izmir. 

The fiscal year 1959 program provided funds for force improvement and force 
maintenance. In the proposed fiscal year 1960 program we are placing high 
priority on foree modernization. 


PAKISTAN 


The fiscal year 1959 military assistance program for Pakistan, was pursuant to 
the Mutual Defense Assistance Agreement, signed in 1954 with the Government of 
Pakistan. By the terms of this agreement the United States undertook to pro- 
vide military assistance to the Pakistan armed forces. 

By the terms of the bilateral agreement between the United States and Pakistan 
signed on March 5 of this year the United States reaffirms its intention, subject to 
congressional appropriations, to continue to furnish Pakistan such military 
assistance as may be mutually agreed upon in furtherance of promoting peace 
and stability in the Middle East. 

In this connection I believe the committee is also aware that during the past 
year the Department of Defense, in conjunction with the Government of Pakistan, 
made a study of the present and prospective recurring costs involved in the 
support of Pakistan’s military establishment. The implications of this study 
were considered in the development of the fiscal year 1959 program as it was 
finally approved, and in formulation of the fiscal year 1960 program which I am 
presenting today. 

The program we propose for Pakistan for fiscal year 1960 provides necessary 
force maintenance and meets only high priority force improvement requirements. 


SAUDI ARABIA 


Saudi Arabia’s importance to us lies in its strategic location, its oil resources, 
and in our operational requirements at Dhahran Airfield. We do not expect her 
to develop armed forces which could contribute effectively to allied operations. 
Saudi Arabia has concluded both a reimbursable military assistance agreement 
With the United States and a special agreement relating to our use of facilities 
there. 
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Under the provisions of the grant-aid agreement signed in 1957 the United 
States agreed to expand its training activities (initiated in 1952) and to provide 
limited military assistance, over a 5-year period. The fiscal year 1960 program 
which we proposed is modest and in consonance with our agreements with the 
Saudi Arabian Government. 


RECAPITULATION 


To recapitulate, our proposed fiscal year 1960 military assistance program for 
the Near East-South Asia region, for which we are requesting $412 million, 
accentuates force improvement rather than force maintenance, Our purpose 
being not only to hold the ground already gained in the creation and basic 
equipping of necessary forces, but, in addition, to provide, in certain countries, 
modern weapons and training, considered vital for improvement of the recipient 
nations’ military posture in the face of increasing enemy potentialities. 

This concludes my statement. 


ESTABLISHMENT OF ARAB DEVELOPMENT BANK 


You stated on page 5 that— 
the Arab community has taken action leading toward the establishment of an 
Arab development bank. 

What action has been taken ? 

Mr. Rountree. The proposal was put forth by the Arab League, 
the Economic Committee of the Arab League, and the proposal has 
been acted upon by a number of the member states. I am not sure of 
the precise percentages, but I think approximately 70 percent of the 
voting reflected in the membership has agreed to proceed with a 
development. institution. 

The plans have not been finalized by any means, but they are pro- 
ceeding in the direction, I believe, of the creation of such a develop- 
ment institution. I think that the advice and the assistance of the 
International Bank might be very useful to them in formulating fur- 
ther plans. 

IMPORTANCE OF ASSISTANCE TO JORDAN 


The Cuatrman. I notice you say the largest single grant under 
“special assistance” is Jordan. And you have also stated that you 
think it is very important to maintain the independence and stability 
of Jordan. 

What interests of ours does that serve? Why do you think it is 
worth so much to us? 

Mr. Rountrez. Mr. Chairman, the situation in the area is explosive 
in many respects, and I believe the collapse of the Jordan regime 
because of the inability of the Government to provide the financial 
resources necessary to carry on, would bring about political chaos and 
turmoil, the repercussions of which might be very extensive, indeed. 

The CuatrmaNn. Why shouldn’t it be merged with the UAR or Iraq 
or some neighbor? Is there any prospect of its ever being a self- 
ee viable state? 

Mr. Rounrtrer. I believe it is unlikely that Jordan could become a 
completely viable state economically. 

The Cuarrman. So this could amount to a permanent charge, if you 
take this on. 
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Is [deleted] the total cost tous? Is there any other- 

Mr. Rountree. We propose in economic and development assistance 
aid of about [deleted] for the forthcoming year, in addition to which 
there might be some relatively small amount of military assistance. 

The CHAtRMAN. It seems to me that is a rather high price to keep 
this artificial state going. Some sudden, violent eruption, it is true, 
might unsettle it. _ 

Mr. Rountree. | Deleted. | 

As you suggested yourself, Mr. Chairman, any kind of violent 
explosive exchange would have grave implications and dangers in the 
area today, but we do not exclude future adjustments, according to the 
wishes of the people and the governments concerned. 

The Cuatrman. As I recall it, the British only gave them about $35 
million, did they not ? 

Mr. Rountree. Yes. 

The Cuarrman. Why do we have to give so much more than the 
British gave ¢ 

Mr. Rountree. For several reasons, Mr. Chairman : 

In the first place, the general economic situation has increased prices 
und costs generally. But also, the relations between Jordan and 
Jordan’s neighbors have been such as to impair normal economic 
activity. Therefore, the requirements for external assistance have 
risen. 

DEFENSE SUPPORT FOR GREECE 


The Cuatrman. I noticed defense support for Greece has risen very 
sharply. [Deleted.] What is the reason for that? 

Mr. Barrows. The primary reason for that, Mr. Chairman, is a 
transfer of costs. Most of the increase as projected in fiscal 1960 rep- 
resents a transfer to defense support of costs which in 1959 and in 
yrevious years were paid for out of MAP funds, various consumable 
items used by the armed forces. That accounts for the increase between 
1959 and 1960 as proposed. Previous increase simply represents the 
cost to the Greek economy of supporting the forces which they have 
been maintaining. The Greeks have been drawing on their reserves 
recently, and in recognition of the burden that the military forces 
represented, it seemed appropriate to increase the aid [deleted]. 


GREEK COUNTERPART SITUATION 


The CuairMan. You say on page 51 of the book: 


The drachma equivalent of $114.5 million of pre-1952 generated counterpart 
was liquidated in fiscal year 1958 in a noninflationary manner under the terms 
of section 105 of the Mutual Security Appropriation Act of 1957. 

What does that statement mean? What did you do? 

Mr. Barrows. That refers, sir, to a portion of the drachmas gen- 
erated in the Marshall plan period. When we supplied what we would 
now call project aid for economic purposes, that is, capital items for 
public projects, we had no authority by way of waving the deposit of 
counterpart. Consequently, the Government agencies were required to 
deposit counterpart, but the Government obtained no revenue from 


such funds, 
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Therefore, they borrowed the money from the Central Bank to 
deposit on account. That resulted in a debt, the debt offset the counter- 
part funds, and under the provision of the law to which you refer 
those two accounts were canceled. The debt was wiped off the books 
and the counterpart fund—— 

The Cuatrman. In effect, was this the same as applying the counter- 
part to the national debt ? 

Mr. Barrows. No, sir, this was, in effect, this amounted to an ex post 
facto waiver of the deposit account, a procedure which we commonly 
practice now where we supply goods for public development projects. 

The Cuatrman. Will you explain how it has a different effect upon 
the Greek economy or their national debt to do it this way, or to do 
it the way you are proposing ? 

Mr. Barrows. The Greek Government never actually borrowed 
money from the public or from any external source. They merely set 
up an account in the bank of issue. Consequently, it isn’t a debt in the 
sense that we ordinarily think of a public debt, although it is a legal 
obligation of the national budget and the national treasury to the 
bank of issue. 

The Cuarnman. You are being very technical, aren’t you? What 
is the difference between them from the point of view of the Greek 
Government ¢ 

Mr. Barrows. Well, from the point of view of the Greek Govern- 
ment, it is a technical question, as a matter of fact. 

The Cuarrman. Very technical, isn’t it? 

Mr. Barrows. It is as if the entire debt that we were talking about 
were a debt owed, if you take a U.S. parallel, if the debt we were 
talking about were entirely owed to the Federal Reserve bank. 

The Cuamman. That is right. We are presently told there are over 
$100 million of counterpart Belding to us. Isn’t that in the banks? 

Mr. Barrows. No, sir; that is in the Central Bank also. 

The Coarmman. Yes, the Central Bank. 

Mr. Barrows. Yes, sir. That is in the bank of issue, equivalent 
to the Federal Reserve bank. 

The CuHarrMan. Yes. 

Mr. Barrows. This second fund I know has been discussed at 
length before the committee in the last few days, and I know that 
Secretary Dillon has prepared a letter which I believe you will be 
receiving on the subject, but I might contribute something since I 
was Director of the Economic Mission in Greece during the period in 
which a good part of its present accumulation was built up. 


OWNERSHIP AND ORIGIN OF COUNTERPART FUNDS IN GREECE 


The counterpart funds we are talking about, by the way, Mr. Chair- 
man, do not belong to the United States, but belong to the Greek 
Government. 

The Cuarmman. Yes. 

Mr. Barrows. It is derived from the economic assistance which 
was provided during those years 1948 to 1952, but it did not all ac- 
crue actually in the form of counterpart funds until after that time. 
You understand when we make funds available in the form of author- 
izations to purchase commodities, there is a time lag before the goods 
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are bought, before they arrive, before they are sold, at which time 
funds then do accrue to the counterpart fund. 

The Cuamman. These were grants ? 

Mr. Barrow. These were grants, yes, sir. You understand the 
problem we were up against. You must know what the condition 
was in Greece. In the early years under the Marshall plan, and 
after full discussion with the Congress, by the way, it was never ex- 
pected that the counterpart of grant ‘aid would all necessarily be 
spent for economic projects, because at that time we were dealing 
with the reconstruction of countries which had been ravaged by war, 
and in the case of Greece also by civil war. They were nearly all 
running heavy deficits in their budgets, and we thought it appropri- 
ate and considered it necessary for recovery to use some of the aid to 
help offset their internal deficit financing. 

In the case of Greece in those 4 years we were speaking of, we 
gave them more than $700 million of aid and used the counterpart of 
a large part of that for various kinds of economic developments, 
roadbuilding, almost everything that can be done with outside aid 
was done to help the reconstruction of Greece. 


PROBLEM OF INFLATION IN GREECE 


The one problem we had not solved in 1952 was the problem of 
inflation. ‘They had such a runaway inflation that the currency of 
the country had depreciated from about 1946 to 1952 from a hundred 
to the U.S. dollar, to 15,000 at the official rate, and to about 25,000 
in actual purchasing power. 

The Greeks in the last 2 years of that period, 1950 to 1952, spent 
about $75 million of their own foreign exchange to buy gold sover- 
eigns in the United States, import them into the country. These 
are English sovereigns, a coin no longer used, but we had to supply 
them, sell them into the economy to absorb the infl: ation, to show the 
Greek people that their drachmas would buy gold. There was very 
little confidence in the drachma. 

The most important thing we could do was to help the Greeks 
stabilize the situation, and so we worked out a joint plan with them. 
They did all they could to bring their budget into balance, to re- 
duce the inflationary bank credit, and in the process we cut back 
the programs for economic development financed internally with 
counterpart funds. Consequently a portion of the funds during that 
period that accrued were, by agreement, not spent; bank credit was 
cut back; and the situation finally stabilized. The situation since 
then has remained stable, but it has never reached such a point that 
we could risk putting that money into circulation again, Fasten: it 
would risk turning loose the inflation. 

Now, when I talk about inflation in Greece, I mean something 
more serious than we have known in this country, because we 2 actually 
measure inflation by the relations of the drachma to the U.S. dollar, 
whatever inflation we have had they have had, and we call it stability 
there. 

The problem is simply this: Since the stabilization in 1953, the 
Greek economy has improved more, and the fruitfulness of the in- 
vestments we made before that date have really been borne out dur- 
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ing this period. Many things we did have come to fruition as a re- 
sult of the stability, and consequently, it seems to me important that 
we not risk that by now trying to put this money back into circula- 
tion. This is the real reason why in this situation we think it desir- 
able to cancel out a debt in the Bank of Greece rather than using the 
money to increase pressure on Greece’s limited resources. 


SOVIET PROPAGANDA AGAINST IRAN 


The CuarrMan. Senator Green, any questions ? 

Senator Green. I think it is a very clear report, but there are one 
or two things, minor matters, or rather the details of, that I would 
like to question you about. 

It says here, and this is on page 6: 

As you know, a massive Soviet propaganda campaign against Iran has re- 
cently been unleashed. 

I wish you would describe that. 

Mr. Rountree. Soviet propaganda against Iran, of course, is not 
new. At times it has been more intensive than at other times, but 
following the negotiations by the Iranians with the Soviets the early 
part of this year, which resulted in a breakdown and the return to 
Moscow of the negotiators without the agreement which they sought, 
the Soviet propaganda became extremely hostile. 

The attacks against the Shah are more violent than they have been 
in the past; there is extremely hostile radio and newspaper propa- 
ganda directed against Iran generally, in some cases calling upon the 
people to revolt. 

This propaganda has not substantially harmed the Iranians, who 
have become rather used to this Soviet tactic, but at present, I would 
say that it is more intensive than at any time within recent years. 

Senator Green. Was this largely a newspaper campaign ? 

Mr. Rountree. Newspaper, radio, all media. 

Senator Green. You attribute it all to the one source, the Govern- 
ment ¢ 

Mr. Rountrer. The Soviet Government, yes. There is also in op- 
eration a clandestine radio station which is even more violent in its 
output than any overt Soviet Government station could be. This, we 
believe, is located in the Soviet Union. It actually calls for the people 
torevolt. It is highly inflammatory. 

Senator Green. Does this vary in intensity from time to time? 

Mr. Rounvree. I think at the present time it is just about at peak 
intensity. 

Senator Green. Can you draw deductions from that ? 

Mr. Rountree. The deduction is that the Soviets, following their 
abortive negotiations with the Iranians in the early part of this year 
in connection with a non-aggression pact which they sought, reverted 
to this more or less traditional form of pressures against Iran. I 
don’t believe there are any 





Senator GREEN. Nothing new; no accusations or no demands made? 
Mr. Rountree. There is nothing new. There is just more of it 
at the moment. 


i aati 





MUTUAL SECURITY ACT OF 1959 601 


AMERICAN BUSINESS IN LOCAL INVESTMENTS 


Senator Green. At the end of your statement you state: 


We continue to place great emphasis upon the important role of private in- 
vestment and trade in furthering U.S. foreign policy toward this part of the 
world. 

I wish you would amplify that. 

Mr. Rountree. In some of the countries of the area, Senator, there 
has been a substantial increase in the interest of American business- 
men in local investments. India is one. We believe that while we 
should do whatever is necessary on the governmental side to aid these 
countries, provide them with resources necessary to go ahead with 
their development program, there are many fields in which mutu- 
ally advantageous arrangements can be made between these countries 
and American private enterprise. And we are very pleased that a 
good many of the countries in the area recognize the advantages of 
private investment, and have taken measures to improve the climate 
for such investment. 

We hope that in the years ahead this will increase, the amount of 
investments will increase. 

Senator Green. Is this just a dictated movement, I mean, planned 
by the governments; is that what you believe ? 

Mr. Roun'rrer. Well, the governments themselves for the most part 
are very interested in improving the climate for investment, making 
it attractive for foreign investors to come in. I think this has re- 
ceived at least some response from Western investors, including 
American investors. 

Senator Green. I don’t understand yet. Do you think it is stim- 
ulated by the government or is it started by the government and 
stopped by the government when it sees fit ? 

Mr. Rounrrer. By improving the climate, I mean acts by the gov- 
ernment to improve its own laws and regulations so that foreign 
companies can profitably operate in their countries. 

Senator Arken. What country are you speaking of ? 

Mr. Rountree. I mentioned India. But it is true of others— 
Greece, Iran, and Pakistan, for example. 

The United Arab Republic, I think, has shown interest in private 
investment. 

Senator Green. Thank you; I yield to Senator Aiken. 

Would you like to ask some questions? 

Senator Arxen. The thing that bothers me is a country where the 
loan which is made by private investors creates a very desirable cli- 
mate and we guarantee the lender against loss, and guarantee a higher 
‘ate of interest than he can get in this country. What is the effect 
going to be on our own Government costs and investment here. 

But I won’t go into that. I am just mentioning it again. I bring 
it up about every day. 


BRITISH SUPPLY OF ARMS TO IRAQ 


What I would like to know today is this: The press reports indicate 
that. Great, Britain plans to furnish General Kassem’s Iraq Army 
with a substantial supply of arms. 

40110 50 pt.1 89 
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Is Great Britain doing this in accord with the wishes of the United 
States? Does Great Britain consult with us before doing this? How 
does it come about that Great Britain is furnishing the Lraq Army 
with several million dollars worth, I believe, of arms? 

Mr. Rountree. The decision, of course, as to whether the British 
will or will not sell arms to Iraq was one for them to make in light 
of considerations as they saw them. 

Britain is the traditional principal supplier of arms to Iraq. Fol- 
lowing the coup d’etat the Iraqi Government obtained substantial 
arms from the Soviet Union, and more recently, as I understand it, 
asked the British whether they were prepared to resume shipments 
of arms to Iraq as in the past. 

We were informed of the matter by the United Kingdom, but, of 
course, it was not a question of the United States approval or dis- 
approval, This was a matter between the Iraqi Government and 
the British Government. 

If I may say off the record-—— 

Senator Aiken. All right. 

(Discussion off the record.) 

Senator Aiken. That is all, Mr. Chairman. 


ECONOMIC ASSISTANCE IN RELATION TO MILITARY ASSISTANCE 


Senator Green (presiding). Thank you. 

Mr. Humphrey, have you some questions ? 

Senator Humpnrey. Yes. 

Secretary Rountree, I have just been looking through these charts 
relating to military assistance programs, and the economic assistance 
programs for the region. These are the regional charts, page 5 of 
the book, and pages 8, 9, and 10. 

I notice that in military assistance since 1950 there has been a total 
of $3,182,206,000. 

If you subtract the amount for Greece and Turkey, because of 
peculiar circumstances surrounding those two countries, the Greek- 
Turkish aid program and the civil war in Greec e, and Turkey, a 
NATO ally, there still leaves $800 million of military assistance, and 
in fiscal 1958, exclusive of Greece and Turkey, about $225 million in 
military assistance, and in fiscal 1959, about $155 million, exclusive 
of Greece and Turkey, Then you get over to economic assistance 
on page 8 and page 9. 

I cannot find a cumulative chart of economic assistance. The best 
[ can get is fiscal 1958 and 1959, and projected 1960. 

But exclusive of defense support—yes, I have it, page 3—economic 
assistance would be $3.5 billion to the end of 1958. 

What I am attempting to find out is how much economic assistance 
there is as compared with the military assistance. I can find out how 
much military assistance there is here quite easily. The figure is 
related there, and you can subtract the amounts from Greece and 
Turkey and you know how much is left. 

But to break down your other economic assistance is difficult, 
particularly if you remove defense support. 
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ECONOMIC ASSISTANCE TO COUNTRIES OF REGION 


What are the facts of economic assistance since 1950 to the countries 
of the region that you have included under the military assistance 
chart, exclusive of Greece and Turkey, and exclusive of defense sup- 
port also? iv 

Mr. Rountree. Exclusive of defense support. Do you want it in- 
clusive of the Development Loan Fund ? 

Senator Humpurey. Yes; that would be economic assistance; yes, 
sir. 

Mr. Rountree. And Public Law 480? 

Senator Humenrey. No. I want 

Mr. Rountree. You want items only within this program ? 

Senator Humpurey. Within this program. 

Mr. Barrows. I am sorry, sir, we don’t have a cumulative table; 
we have it on the country pages. We can prepare a table for you. 

Senator Humrurey. It would help. I think it would help for us 
to study it. 

Let me tell you what I have in mind so you will see my concern. 
I see $800 million worth of military assistance in this region, exclusive 
of Greece and Turkey. I happen to feel that those ‘two countries 
have circumstances surrounding them which makes military assist- 
ance of great importance. 

I am doubly curious as to whether or not if you remove Greece 
and Turkey from the economic assistance field, you will have any- 
where near $800 million of economic assistance to the area. If you 
have, I will be pleasantly surprised. 

The area needs economic assistance. It needs lots of it. 





P.L. 480 PROGRAMS IN AREA 


It seems to me that it would be helpful if we could get the follow- 
ing: 

‘A report on the amount of counterpart and Public Law 480 cur- 
rencies that have been programed into this region; 

The amount that is yet unexpended or unobligated or unprogramed. 

That is No. 1 

Mr. Barrows. I think the counterpart of local currencies are the 
result of the dollar assistance in these programs, and I take it what 
you want are the dollars that are provided in such form as result 
in the generation 

Senator Humrnrey. I want to know what agreements have been 
made relating to Public Law 480 currencies. 

Mr. Barrows. That, of course, is in local currencies. 

Senator Humenrey. Then I want to know how they have been 
disposed of, as you did in the instance of Greece. 

Mr. Barrows. Yes. 





LOANS AND PRIVATE INVESTMENT IN REGION 


Senator Humrurey. Thirdly, I would like to know about the 
export-import loans that have gone into this area, and while I know 
we are only a participant in the International Bank for Reconstruc- 
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tion and Development, since Mr. Rountree made reference to it on 
page 11 of his testimony, I think it would be good to know how much 
in loans has gone from that Bank. 

Then, Mr. Rountree, you also made reference to private investment. 
Just how much private investment has gone into this area, exclusive 
of oil ? 

Then you suggest that more will come. What are your prognosti- 
cations? What are your predictions?) I mean, you must have some 
idea of what this amounts to. 

I know that is quite an order, but for this committee to know what 
funds it ought to approve for this area, I think we ought to know 
what is going to happen to them. 

Looking at these charts in the few minutes we have to look them 
over, one wonders whether or not the emphasis is proper. 

I am not prepared to say. I feel that the emphasis is not adequate 
on the economic and the social side, and is overadequate on the mili- 
tary side. 

(The information referred to is as follows :) 


Nore.—All of the information below for the Near East-south Asia region is, 
as requested, exclusive of Greece and Turkey. 


I. Mutual security program economic assistance to Near East-south Asia region 
(exclusive of Greece and Turkey), fiscal year 1951-fiscal year 1959 


[Millions of dollars] 


nn I sa a cease dank entlenige dh deciles abecantagieutey aise 700 
i a ne CO Ni iio sk ts tok lk ore melee Gwsine *1, 548 
ie PUES UIE I ie A etal * 336 
Ce eS ert anata ha espe acmsibaaabakeegaste 2, 584 
ny ne I ak oii ii i cinldé cnciicmennwwene 1, 884 


21Includes, in addition to development assistance, special assistance and _ technical 
cooperation presrame, a total of $54,000,000 from the Asian Economic Development Fund 
and $23,000,000 from the worldwide malaria eradication program. 

2Commitments as of Mar. 31, 1959. Of this amount, $307,000,000 is in signed agree- 
ments. 


II, Local currency generation and use in the Near East-south Asia region 
(exclusive of Greece and Turkey), fiscal year 1951-fiscal year 1959° 


[Millions of dollars equivalent] 














A. Public Law 480, title I, local currency : 
1. Generated or to be generated (estimate through June 30, 1959)__ 1, 174 
I a El nitessihiiedieaiisanicnicnmeepell 307 
ae I nh sehen emaepsips eanaesnreearonmiooen peal 867 
(a) Obligations (estimated through June 30, 1959) _____- 499 
(bo) Expenditures (estimated through June 30,1959)___.-._ 240 
B. Section 402 local currency : 
1. Generated or to be generated (estimate through June 30, 1959)__ 152 
2. Obligations (estimate through June 30, 1959) _---_---___-_____ 140 
3. Expenditures (estimate through June 30, 1959) __-__-_- eaeaansies 90 
C. Country-owned mutual security program counterpart: 
1. Generated or to be generated (estimate through June 30,1959)_. 674 
2. Obligations (estimate through June 30, 1959) _---_____-_-_-___-__ 530 
8. Expenditures (estimate through June 30, 1959) _-______---____- 501 


4 Local currency figures are exclusive of those few exceptional cases where title II, Public 
Law 480, has generated local currencies. 
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III. IRBD and Export-Import Bank loans to Near East-South Asia region (ez- 
clusive of Greece and Turkey) since 1950 


[Millions of dollars] 


International Bank for Reconstruction and Development *____--..-____- 781 
TINIE: "TOE asec snares gehen seein tnttitn eben tetanic easleeab niall 257 
1, 038 


1Through Mar. 31, 1959. 
2Through June 30, 1958. 


IV. Direct private investment from abroad in the Near East-South Asia region 
(exclusive of Greece and Turkey) 

Private foreign investment in this area has been predominantly in the oil in- 
dustry. Data available for U.S. investment in the area as of the end of 1957 
show a total of $1,334 million of which all but $157 million was in oil. Al- 
though specific estimates are not available, the bulk of British and other invest- 
ment in the area is also in oil. 

Net additions to total direct foreign investment in the area, outside of the 
oil industry and exclusive of short term capital movements, are relatively small. 
Estimates provided by most of the ICA missions in the area indicate that for 
the area as a whole this net investment has probably been somewhat less than 
$25 million in the past year. Although some increases are projected by the 
missions for 1959 and 1960, the absolute amounts are expected to continue to be 
very small relative to capital flowing in the area from other sources. 


PROGRAMING OF COUNTERPART FUNDS IN GREECE 


Senator Humpurey. What has happened in Greece with Public 
Law 480 funds? Just take this one country, since it has been bandied 
back and forth here a great deal, as distinct from counterpart. 

Mr. Barrows. Page 51 of the book, sir, at the bottom of the page, 
you will see in general terms the amounts which have accrued in 
Public Law 480 and the use which has been made. 

Senator Humrnurey. The part relating to the foreign currency to 
be administered there ? 

Mr. Barrows. Yes, sir; it is at the bottom of the page, sales pro- 
gram under Public Law 480. 

Senator Humpnrey. Yes, sir; thank you. 

Mr. Barrows. And the first column gives the total value of the 
sales for this year. [Deleted] of the currencies reserved for U.S. 
uses, of which something about [Deleted] is for purely loans, and 
the remainder granted for economic activity in the country. 

Senator Humpnrey. Has that been programed ? 

Mr. Barrows. Yes, sir. 

Senator Humrurey. The funds have been programed ? 

Mr. Barrows. Yes, sir. 

Senator Humpurey. That would mean, then, in the instance of 
Greece, all funds have been programed; is that right? 

Mr. Barrows. All funds that we expect to accrue during the period 
have been programed. 

Senator Humpurey. That is very good. 

I think one of the points that was raised a year or so ago was the 
obligating of these Public Law 480 funds—whether or not they 
were really being programed or whether there was delay in the 
agreements relating to the use of the funds. 

Mr. Barrows. Yes. 
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Senator Humpurey. But you have improved that situation, ap- 
parently ? 

Mr. Barrows. Well, of course, Greece has received aid for a longer 
period of time than most of these countries in the region. 


DEFENSE SUPPORT 


| would like to, if 1 may, sir, however, make one comment. I think 
the exclusion of defense support aid and from the economic category, 
as you have done, will distort the results for you, and may be mislead- 
ing to the committee, because defense support aid is economic assist- 
ance to those countries which are cooperating in our military 
assistance programs, but its purpose is economic. 

Now, because a country has a heavy military charge, we supply 
the aid in this legislative category rather than in some other. For 
example, the only “other general economic assistance under the Mutual 
Security Program today, except technical assistance and the Develop- 
ment Loan Fund, which ICA does not administer, is special assist- 
ance, and special assistance goes to a country where we are not help- 
ing with a cooperative military program. 

If you take the 12 countries that we are helping in this region, 
that we propose to help in 1960, 4 of them, according to this illustra- 
tive program, will receive only technical assistance; 4 of them will 
receive special economic assistance in addition; and 4 of them will 
receive economic assistance in the defense support category. 

We will, of course, supply the information as you requested it. 
But I suggest that defense support is also economic assistance. 

Senator Humrnurey. I understand that and I can fully appreciate 
the importance of it in countries such as Greece ant Turkey. 

[ can understand it, for example, in Korea and in Taiwan, where we 
ask for heavy military commitments on the basis of mutual defense; 
I understand that and I support it. 

My reason for excluding defense support funds from the other 
countries is that I am not convinced at all that our military assist- 
ance programs for these countries are anything but a liability, and 
that defense support is just putting good money after bad. 


MILITARY ASSISTANCE TO IRAQ 


We gave Iraq arms. Now they are going to buy them from the 
British. 

Let us face it: How many millions of dollars’ worth of arms have 
we put into Iraq ? 

Mr. Rountree. Our total military program in Iraq is [deleted] if 
I am correct, which, of course, is only a part of the total arms 
acquired by Iraq during the period covered by this program. 

During the period covered by this program, Iraq purchased from 
the British additional arms. Now, the amount of arms that the 
Iraqi Government has purchased from the Soviet Union since the 
coup d’etat has exceeded by a substantial margin the normal annual 
purchases by the Iraqi Government before. 

Senator Humrnrey. They purchased the arms, though ? 

Mr. Rountree. They purchased them from the Soviet Union, pre 
sumably under credit arrangements. 
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Senator Humenrey. Did they purchase them from us? 

Mr. Roun'rree. Not from us; from the British they did. 

Senator Humpurey. But w ere the U.S. arms to Ir aq furnished on 
purchase ¢ , | ed 

Mr. Rountree. No. [ Deleted. ] 

Mr. Suurr. Mr. Chairman, we also have sold to Iraq, in addition to 
having given Iraq, over [deleted] worth of arms ourselves, 

One other thing, the British not only sold arms, but they gave 
arms, so that we both are in the position, both we and the British, of 
having given and sold arms. 

Senator Humrnurey. I would be interested in knowing how much 
the British contributed in arms. 

Mr. Suurr. I do not believe I would have any way of knowing that, 
Senator. 


QUESTION OF EFFECTIVENESS OF MILITARY AID IN NEAR EAST AND 
SOUTH ASIA 


Senator Humpurey. The point which I raise here—and I think 
it is a matter of judgment where the men of the executive branch 
presumably know more about this than we do—is that my limited in- 
formation leads me to the conclusion that military aid to some of 
these countries has been anything but effectual, and that the defense 
support money which has been ‘required because of military aid is 
good money after bad. 

I am for giving military aid to countries where I think you have 
somebody who res ally will work with you. 

If you want somebody that will fight, and I gather that is one of 
the purposes of military assistance—and I am not going to ask you 
to alter your policy— but if you want somebody that is going to fight 
with you, that will use arms, I would like to give military assistance to 
somebody that maybe will put up a scrap. 

The military aid we have given thus far to the area has never been 
used for our defense. 

That is just my point of view, and I feel it strongly. I have never 
been convinced about military aid in this part of the world. 

Tam for NATO military aid. I recognize there are certain areas of 
the world where we ought to give it. But whenever we withdraw 
military aid, either by necessity or by design, we find that the country 
we were giving military aid to goes out and buys arms, either with cash 
or on credit, and does not get “defense support as an additional gift 

I doubt that the British, in selling the Iraqis new weapons, are going 
to give the Iraqis economic aid in the nature of a gift. 


MAINTAINING A REASONABLE BALANCE BETWEEN MILITARY AND 
ECONOMIC AID 


Now, there are one or two other countries—Mr. Rountree, would you 
like to respond ? I gather that you would. 

Mr. Rounrrer. Ma vy I, Senator 2 

Of course, [ respect your feeling about the military aid, and | 
realize that there are many complexities to this business that. could 
be evaluated one way or another, 
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But I have closely followed our relations with Iran, for example, and 
Pakistan, in the past several years, and have seen the various con- 
siderations which go into the determination as to whether or not 
military aid should be given. I believe that the extension of military 
aid to Iran and Pakistan, both participants in collective security 
rene and both of which feel a real need for the security 
provided by a military program, has been an important element of 
our policy in these two countries as in other countries. 

I realize that in many countries, the maintenance of military forces 
creates economic problems. 

But whether or not we give military assistance to many of these 
countries, the very nature of their responsibilities, as they see them, is 
such that they would feel it necessary to acquire their military needs 
even at the expense of their economic development. 

We have, I believe, in these countries a reasonably well-balanced 
program providing military assistance to the extent that we think it is 
necessary in pursuance of the objectives which we seek, and at the same 
time, providing the minimum economic assistance w hich we think it is 
in our interest to provide. 

I think it would be a great mistake to overemphasize the military to 
the detriment of the economic. But what we have tried to do is to 
maintain a reasonable balance between the two. 

In order to see what that balance is, the approach you have suggested 
a few minutes ago is a useful one. We must see what military assist- 
ance has been provided, and also what economic assistance has been 
provided, not merely in this program but in all forms; Public Law 
480, Development Loan Fund, Export-Import Bank, et ceter ra, and we 
must know the various resources of these countries themselves which 
are used to carry out economic programs, along with what they 
consider minimum military programs. 

[ just want to emphasize that I believe the military component of 
this program in most of these countries is extremely important in the 
achievement of the objectives which we seek. 

The participation of Pakistan in SEATO and in the Baghdad Pact, 
and its determination to stand with the free world, is a very important 
aspect of the situation in the area; and our encouragement of Pakistan 
in its policies is vital. 


CONDITIONS OF POVERTY IN IRAN 


Senator Humrnrey. My concern, particularly about Lran, Mr. 
Rountree, stems from what I think is = commonly acknowledged 
problem in an area of mass poverty. 

I have never visited this countr just talked with Mrs. Roosevelt. 
I spent 214 hours with her last ade I don’t know whether she 
has been called into the State Department since her visit to Iran, She 
is one of the most observant women in the Nation, and possibly has as 
keen a sense of what is going on in the world as any person in the 
world. 

[ Deleted. | 

My observations, based partly on the comments people visiting the 
area have made to me, is that in Iran the rich in the country are 
getting richer; the poor are not getting much better off; that it is very 
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difficult even to get the well-to-do people in the Nation to lend them- 
selves to welfare and social and health projects because of certain class 
distinctions. 

What is desperately needed is in-service training programs in the 
area, in simple things like normal community hygiene. 

Now, this is not the observation of any one person. This is the 
usual observation. 

There are Iranian students in this country from well-to-do families 
who will tell you the same thing, and who will tell you pointblank 
that unless something is done immediately to get these programs that 
the United States is identified with down to the people—programs 
of removing disease, filth, providing clean water, just reasonable 
degrees of food—it is inevitable that the Communists are going to 
take over, not by a mass military operation, but by a society that is 
crumbling. 

On the one hand, you have the radio bringing people information 
of a modern society that could be theirs. On the other hand, people 
live in abject poverty and misery. 

What are we doing to get to these people? What is the design of 
program that lends ‘itself to getting down to the village, the com- 
munity, the tribe? 

[ Deleted. | 

Mr. Rounrresr. Well, Senator, the existence of conditions such 
as you have described not only in Iran but in other underdeveloped 
countries in the area are, of course, a fact. 

It is a fact that has ‘long been recognized, not only by us in our 
efforts to be helpful to these underdeveloped countries in making 
progress, but it is a fact that has been recognized by the leaders of 
the governments in the countries themselves, which is a very impor- 
tant thing. 

IRANIAN DEVELOPMENT PROGRAM 


In Iran, long before our program there was undertaken, the Iranian 
Government with the assistance of American engineers, advisers and 
consultants, created their development program, which has been the 
principal blueprint for Iranian development for the past several 
years, and into which a large part of the Iranian oil revenues is 
devoted. 

As you know, the oil operation under the consortium was resumed 
only in 1955. For the past several years it has been increasing 
annually, so that now a pretty respect able income is accruing to the 
Iranian Government. 

They have, under the leadership of the Shah, undertaken what 
I consider to be a very far-reaching program to reverse the situation 
which you have described here. 

They have employed the services of many Western firms and indi- 
viduals. They bars the assistance of the International Bank for 
Reconstruction and Development. ‘They have the assistance of pri- 
vate American foundations, and it seems to me they are going about 
this problem of reform and development in a very active and ener- 
getic way; and it is a program in which we have shown gr ae interest. 

We have provided assistance to the Iranians since 1950, I think, 
in various forms. 
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MILITARY AID VERSUS ECONOMIC AID 


In saying on the one hand that we believe that the situation in 
Iran, and our interests in Tran, are such as to warrant the provision 
of certain military assistance, it is not for a moment to suggest that 
we should concentrate on military aid to the exclusion of economic 
aid or that we should not encourage the Iranians to devote the greatest 
practicable percentage of their resources to this development program. 

Senator Humpurey. Would you mind my interruption there? 

Mr. Rountree. No, sir. 

Senator Humrurey. First of all, I am not opposed to a military 
assistance program to Iran. I recognize the threat to its boundaries, 

I would like to ask you, what is the rel: tionship of our economic 
assistance to Iran as compared to military assistance ? 


NATURE OF AID FURNISHED IRAN UNTIL 1956 


Mr. Rountrer. Senator, may I answer your question this wa 

Our military aid to Iran was relatively small until 1956. I believe 
that is when the major program was started. Up until that time, the 
aid that we provided Iran was in the main economic aid, tec hnical 
assistance, primarily; even during the Mossadegh regime we had a 
substantial technical assistance program. 

Following the change in regime from Dr. Mossadegh at the time 
of the upheaval in Iran, when General Zahedi returned to head a 
government under the leadership of the Shah, the crucial need then 
was for financial assistance because they had no oil revenue. The 
country was virtually bankrupt. 

So we put in substantial budgetary assistance, that is money—— 

Mr. Barrows. Would you like to refer to page 602 

Mr. Rountree. I am just giving a general reply now; I won’t be 
precise. 

Our main emphasis at that point was to give them the dollars with 
which they had to buy consumption goods, both to meet the require- 
ments for imported goods and to generate local currency to meet 
government expenditures. 

The main emphasis then had to be, of necessity, to give them the 

cash which they needed to run their gov ernment. 

As the oil began to flow and the revenues under the new agree- 
ment came in, the Iranian government was in a better position to meet 
this aspect of its requirements. 

We have not continued to give such substantial aid for the purpose 
of generating local currency for budgetary purposes simply because 
the “government has been in a better position to provide its own re- 
quirements in that regard. 


AID FURNISHED IRAN SINCE 1956 


Now, in recent years, since 1956, we have given military assistance. 
[I would like to point out, Senator, that in extending military as- 
sistance to Iran, as to almost any other country, it is quite possible, 
and I believe in this case that it is a fact, that that military assistance 
has an appreciable economic effect in ‘that it relieves the govern- 
ment of the requirement of spending its own revenues to buy military 
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goods which they otherwise would find it necessary to buy, and thus 
to devote a greater percentage of their own revenues into the develop- 
ment program. 

So in order to get a picture of what we are doing in Iran, I think 
you have to take into account the various elements of our program, 
and not only of our program but exactly what the Iranian Govern- 
ment itself has been able to put into its ec onomic development as well 
as its military program. We believe that in Iran they have main- 
tained a reasonably good balance between the military program and 
economic development, and I believe the Shah, in his dedication to 
the principle of economic development, has done a great deal. He 
has ldiaead | in an extremely wise fashion and has given us reason 
to believe that the Iranians are really on the road “to the kind of 
progress which would achieve dhe: purpose that you had in mind. 

I agree with you that progress is essential in all of these countries 
if communism is to be defeated. 


BASIC NEEDS IN IRAN 


Senator Humpurey. I do not claim to be a prophet, but a year 
and a half ago in the Senate and after some talks I had, I said that 
lraq and Lebanon were going to be in trouble. Not that I had any 
unusual insight into this; it was obvious from talking to people. The 
people that I talk to from Iran—and I have a stream of them com- 
ing into my office—have been trying to alert me to the problems 
inherent in this country. 

They are pro-Iranians; they are not Communists. These are peo- 
ple who are students and professors—Iranians. I feel very strongly 
about our close working relationship with them. 

Your book says on page 72, relating to Iran: 

The Soviet Union, vigorously attempting an economic offensive in Iran, has 
offered technicians, credit for heavy industry, oil, barter, transit, and air 
agreements. 

Then you point out, of course, that with the exception of several 
border projects, the Government has not agreed to this. 

But is seems the Soviet Union senses, and I am sure it is using 
its propaganda for this purpose, the great basic need of the country. 

You also point out in your evaluation that the Government of Iran 
has had to shift away from development to the military since the 
coup in Iraq. It is also noted that since the coup in Iraq—you had a 
little comment here about the coup—that the Iranians had to step 
up the strength of their military units and to increase their forces. 


IS IRANIAN PROGRAM ADEQUATE IN LIGHT OF COMMUNIST THREATS? 


Now, my question boils down to whether or not—accepting that the 
Shah is a good man trying to do a good job for his country—his 
program is adequate to maintain a base of support among the 
Iranian people in the light of the Communist penetration and the 
desperate efforts the Communists are making to take over this 
country. 

Would you agree that the Communists have this country marked 
as one of their target spots ? 
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Mr. Rountree. Unquestionably Iran is under heavy pressure al- 
ready from the Communists. This isa great problem. 

Senator Humpnrey. Do you think the program is adequate? Do 
you think the Iranian development program, the U.S.-Iranian ar- 
rangements, are adequate ? 

Mr. Rountree. May I answer this off the record for just a moment? 

Senator Humrurey. Yes. 

(Discussion off the record.) 

I think, for the record, what you have said here is very pertinent. 

My question was whether or not you thought the program was 
adequate, and you might want to paraphrase some answer that would 
respond to that particular question. 

Mr. Rountree. I believe that the program which the Iranian Gov- 
ernment has formulated in order to meet the requirements of the 
situation is a very farsighted program. There are great difficulties 
in its implementation. 

For that reason, they have sought the assistance of various for- 
eign advisers, consultants, and firms of various sorts. 

There are frustrations; there are difficulties encountered in various 
ways. Whether or not the program is adequate, of course, depends 
upon the progress that can actually be made, but I believe that in 
general they are headed in the right direction. 


INADEQUACY OF IRANIAN PROGRAM 


Senator Humpurey. I should like to add my observation. 

I do not think the program is adequate. I believe that unless there 
is a great deal more in-service training of Iranians both in Iran and 
in the United States to administer the program that is under way, it 
will not fulfill the needs of Iran. It will not save the country. 

I believe that our technical assistance program is not adequate in 
the area, and unless these programs get closer to the people, I predict 
that there will be grave troubles. I say this because the programs 
are not reaching down to the village level. 

I had a responsibility for this particular area as subcommittee 
chairman until a few months ago. I have worked hard at it. I have 
studied it, and I am disappointed in the program. 

I am not trying to mak You and I know this. We have talked 
about this before. 

In the instance of Iran, I recognize the military problems. I am 
not asking for less of the military in Iran. I am simply saying that 
for lack of a little more effort the whole program may fail. 

I think there are revolutionary forces at work in Iran, and I think 
those forces are at work in the tribes and villages. 

I know that the Government is well protected; I know that it has 
a fine military establishment which is being modernized. But I just 
want to serve a word of caution and a warning flag that I do not 
think that the program being designed for Iran is adequate. I 
would prefer that we shift emphasis here and make it adequate. 

That is all I have tosay. 

Senator Green. Mr. Carlson, have you any questions ? 
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PALESTINE REFUGEES 


Senator Cartson. Mr. Secretary, I notice in the proposal for fiscal 
year 1960 program, there are $25 million for the Palestine refugees. 

Is that the amount we have been giving in the past years? Is it 
more or is it less? 

Mr. Rountree. That is the amount that was appropriated last 
year, Senator. 

Senator Cartson. There has been a consistent program of that 
amount for many years ? 

Mr. Rountree. We have for the past 3 years, pledged in excess of 
$21 million, I am told. 

Senator Carson. Is this our contribution to the United Nations 
organization which handles this refugee program ? 

{r. Rountres. That is correct. 

Senator Cartson. Are we making any progress in that area? 

Mr. Rountree. We are not making nearly as much progress as I 
wish we could. 

The funds we have expended and funds that we are expending now 
are really for the care of these refugees. They have increased in 
number. There has been no repatriation and no_ substantial 
resettlement. 

It is more or less a relief operation which is, of course, the most 
disheartening kind of a program to carry out year after year. 

The situation in the area, the attitude of the countries concerned, 
has been such that there has been no progress to speak of in a resolu- 
tion of the basic problems, of which the refugees are the victims. 


REQUEST FOR REPEAL OF PROVISION RE REPATRIATION OR RESETTLEMENT 
OF REFUGEES 


Last year there was a limitation imposed of 15 percent of the $25 
million appropriated, which would be available only for the repatria- 
tion or resettlement of these refugees. That reduced the amount of 
money available for the relief of refugees, and thus there was avail- 
able only $21,250,000 for our contribution to the UNRWA operation. 

Fortunately we had a couple of million dollars available from 

rior years that we could add to that to make up the contribution of 
$23 million which we pledged. 

The 15 percent component of our appropriation last year, however, 
simply could not be used because there was no program worked out 
by the United Nations, under which there was repatriation or re- 
settlement of these refugees. It is for that reason that this year we 
have asked that the 15 percent limitation be not reimposed, so that we 
can pledge up to $25 million for the relief operation being conducted 
by UNRWA. 


EFFORTS TO BRING ABOUT SETTLEMENT OF PALESTINE REFUGEE PROBLEM 


Senator Cartson. I am not so concerned about the amount as I 
am about the possibility of reaching a solution of this problem, if 
there is one. 

What can be done? What is the State Department able to do in a 
situation where it is a cooperative effort? Is there anything we can 
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do as a nation to assist or urge the settlement of the refugee problem? 
Mr. Rounrrer. Senator, we have done a great deal in an effort to 
bring about settlement. The whole question of the Arab-Israeli dis- 
ute, of which the refugee problem is one aspect is one of the most 
rustrating aspects of our policy operations in the Middle East. 
Despite the constant attention that this receives both in our bi- 
lateral relationships with the countries concerned and in the United 
Nations, however, I regret to say that no progress has been made 
simply because the political atmosphere is such that the Arabs and 
Israelis are not yet ready to get together in a solution of some of the 
fundamental problems of which the refugee issue is one. 


FUTURE OF UNRWA 


One of the current issues that we have to face fairly soon is the 
future of UNRWA. The mandate of UNRWA is scheduled to ex- 
pire in 1960. This has been the subject of considerable discussion in 
the General Assembly as to what should happen after 1960. The 
weight of opinion in the United Nations seems to be that UNRWA 
should be continued in substantially its present form after 1960. 

We had hoped that we might get the United Nations to take a 
new look at the care of the refugees, recognizing that the United 
Nations cannot lose interest in these people and must continue their 
responsibility, yet hoping that there might be some arrangement bet- 
ter suited to the situation than UNRWA in its present form, perhaps 
turning over a greater degree of administrative responsibility to the 
host governments. 

Now, as I said, the weight of opinion in the United Nations seems 
to be against this. But we stili hope that the study that is being under- 
taken by the Secretary General, in accordance with the understanding 
reached at the last General Assembly, will provide some new ap- 
proach to this question. 

But I would be less than frank if I did not say that at the moment 
the prospects of a solution to the basic problem are very dim. 


CONFLICTING POSITIONS VIS-A-VIS PALESTINE REFUGEES 


Senator Lauscue. To refresh my memory, what is the principal 
objective of these Arab refugees! What is the proposal of the 
Israelis with respect to them? Can you point out what they prin- 
cipally have in mind by way of a proposed settlement / 

Mr. Rountrrer. The refugees principally have in mind the right 
to repatriation to Palestine, to Israel. 

Senator Lauscur. How many of them are there, 700,000? 

Mr. Rountree. A million. They have increased in number so that 
there are roughly a million. 

Essentially their position is that they should have the right to 
return to their homes in what is now Israel. Essentially the Israeli 

osition is that this would create too much of a problem for Israel 
internally and otherwise, and that these people should be resettled in 
other Arab lands, which are far more vast than the territory of 
Israel. 

These are the two essentially conflicting positions. 
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Senator Lauscur. Where are they now, mainly; in which nation? 

Mr. Rountree. There are 600,000, roughly, in Jordan; a couple 
of hundred thousand in Gaza. ‘The remainder are in Lebanon, and 
Syria. 


PRESENT SITUATION RESPECTING REFUGEES 


Senator Cartson. Mr. Secretary, I am pleased to learn that there 
is some consideration being given to a new proposal. 

Sometimes agencies get in ruts—I would not want to say they 
are not making an effort to get out of this particular situation. I 
believe every effort must be made to clear up this situation, in the 
interests of the peace and security in that area of the world. So I 
am hopeful that it will at least get another look on the part of the 
State Department, which I realize is just one part of this operation. 

Mr. Rountree. Senator, I can assure you that in these few years 
I have been in Washington we have not permitted ourselves to 

t into a rut on this, to the extent that we do not consider it. We 
are constantly trying. 

What I deeply regret is that despite our desire to do something 
about it, and despite ‘the m: ny efforts that have been made, the situa- 
tion at the moment does not. look very much brighter than it did when 
I began my Washington assignment, nearly 4 years S ago. 

Senator Carison. I think that is a situation we all regret. 


INDIAN TRAINING PROGRAM TO BE UNDERTAKEN BY U.S. GOVERNMENT, 
FORD FOUNDATION, AND IRON AND STEEL INSTITUTE 


I have just one more thing. I was checking here on India. It 
was a little over a year ago when the distinguished Senator from 
Oregon, Mr. Morse, and the distinguished Senator from Kentucky, 
Mr. Morton, and I had the pleasure of visiting India. After one 
visit to a country, you have more interest in it, and I did have the 
pleasure of observing some things. 

I notice in your report here that you state that the United States 
is going to participate with the Ford Foundation and the U.S. steel 
industry in financing a training program. 

My observation was that that was badly needed. But how will you 
cooperate with foundations and the U.S. steel industry and others? 

I had lunch with a man who runs the Ford Foundation and in talk- 

to him I was convinced that they are doing some fine work. 

Tow can you assist them ? 

Mr. Rounrrer. I think Mr. Barrows can answer that question 
because he is very interested in it, as we all are. 

Mr. Barrows. This actually was a program worked out by the Iron 
and Steel Institute, with the Iron and Steel Institute of the United 
States. 

Certain private steel companies, universities near the steel com- 
panies, the Ford Foundation, which provided the organization and 
planning and the initial financing; the program, however, has reached 
proportions which called for additional financing, and beginning with 
the present fiscal year 1959 in our technical cooperation program we 
are providing the financing for bringing the trainees to this country, 
maintaining them here, paying their expenses and returning them 
after their ‘approximately 1 year of training. 
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Senator Carutson. In what field. 
Mr. Barrows. In every field connected with the operation of the 
new steel mills in India. 


NUMBER OF TRAINEES UNDER PROGRAM 


This is a practical training program, taking people ranging from 
foremen up to plant superintendents, and to a fairly high level of 
management, and they will go into the mills here and to school and 
live at educational institutions at the same time. 

When they are completely trained, they will go into the operation 
of the new steel mills in India. 

Senator Humrurey. Will the Senator yield on that point ? 

Do you recall receiving a letter from me on this? 

Mr. Barrows. Yes, sir. 

Senator Humpurey. What was the number of steel trainees ? 

Mr. Barrows. The number that have been approved ? 

Senator Humenrey. Yes. 

Mr. Barrows. I think it was about 100, sir. 

Senator Humpnrey. How many did the Indians ask for? 

Mr. Barrows. They asked for a larger number, or rather our mission 
there did. 

Senator Humpurey. Six hundred? 

Mr. Barrows. Well, not 600 all in one year; 200 during the course of 
a year. 

Senator Humpnrey. That was our mission’s request ? 

Mr. Barrows. Yes; but, of course, after consultation with the 
Indians. The problem we have run into here, I think there may have 
been a little bit of misunderstanding, I think myself I misunderstood 
it at first, is the unwillingness on the part of our industry to take 
more people. 

Senator Humrnrey. That is right. 

Mr. Barrows. Actually we became convinced it was a question of 
finding the work situation and the educational institutions with the 
facilities together, and they are actually taking all that they feel able 
to accept. 

TECHNICAL COOPERATION PROGRAMS IN INDIA 


Senator Cartson. I noticed on page 59—still talking about India— 
in the section dealing with community development, social welfare 
and housing, that in fiscal year 1958, for technical cooperation you 
had $70 million; for fiscal year 1959, $226 million; and proposed for 
fiscal 1960, only $3 million. 

How can you explain that in a country where they need that? 

Mr. Barrows. Where is that ? 

Senator Cartson. Page 59 at the bottom of the page. There is a 
column over here called “community development, social welfare, and 
housing :” $70 million in 1958; $226 million in 1959, and only $3 
million 





Mr. Barrows. I know, Senator, we usually deal with larger figures, 
but these are thousands of dollars, not millions. 

Senator Carrson. I figured I was wrong because the program 
seemed too high. 
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Mr. Barrows. Essentially, this is one of our early efforts in tech- 
nical cooperation, which 1s moving very well—well organized in 
Indian hands, and we felt that we had contributed about as much as 
we could in the supplying of technicians, and we have cut it back now 
to one person who follows the c ommunity development program, keeps 
in touch with it, and we may also use Public Law 480 counterpart 
funds in this and in other activities, but this is the only dollar expense 
projected for the development. 

Senator Cartson. That is all, Mr. Chairman. 

Senator Green. Mr. Morse, have you any questions ? 

Senator Morse. Yes, I do; quite a lot of them; but I think we had 
better have some understanding here, because Senator Lausche is here 
and he has some questions. 

Suppose I ask questions for—are we following the 10-minute rule? 


AID PROGRAMED FOR INDIA AND JORDAN 


Senator Lauscue. I would just like to ask one question. 

The argument has been raised that the overall volume of aid that 
we are giving to Jordan is completely unjustified when you relate it 
to the overall aid that we are giving to India. I would like to have 
some comment on that. 

First of all, for the record, I would like to have the figures of the 
aggregate aid we are giving India, and the aggregate aid being given 
Jordan. 

Mr. Rounrree. Under the Mutual Security Program, the only aid 
we are giving to India is for technical assistance. 

Senator LAUSCHE. $10 million ? 

Mr. Rountree. $10 million. 

The rest of the assistance to India would be that of the Develop- 
ment Loan Fund, which is not specifically scheduled here; the Export- 
Import Bank; and other sources of that kind. The requirements of 
India are substantial and we expect to continue an aid program in 
India from the sources best suited for meeting that particular situa- 
tion. Most of the requirements are in loan aid, not grant aid. 

For grant budgetary and development assistance which we justify 
because of the unique situation in that country, the program in 
Jordan includes about [deleted]. And perhaps Mr. Barrows would 
comment on that. 

Mr. Barrows. I simply would like to say, Senator, that the Gov- 
ernment of Jordan has had outside financial assistance covering its 
military budget ever since the nation became independent. 

This burden has gone to the British, of course, as mentioned here 
until they were forced to leave the country. For a time it appeared 
other Arab nations would pick up the bill. In fact the only one that 
did contribute was Saudi Arabia for 1 year, some $14 million. The 
existence of the country depends upon outside assistance for a big 
part, about two-thirds of the budget. 

Now in addition to that budget support, we have been giving de- 
velopment aid to specific projects under the special assistance cate- 
gory running about—well, in fiscal 1958, late in the year, about $11 
million was provided. No project aid was included in 1959 simply 
because we had sufficient funds in the pipeline for executions. We 
have proposals for fiscal year 1960 for [deleted] such things as the 
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continuation of the East Ghor irrigation canal project, certain roads, 
certain other developments of that kind which provide employment 
and will increase somewhat the economic potential of the country. 


JUSTIFICATION FOR DISCREPANCY IN AMOUNT OF AID FOR INDIA AND 
FOR JORDAN 


Senator Lauscue. Do you believe that you can justify these figures 
when they are looked at by the ordinary citizen showing that we are 
giving [deleted] by way of defense assistance to Jordan and $10 
million by way of technical assistance to India? 

India has 300 million people and Jordan—I don’t know its 
population. 

Mr. Rountrer. Senator, I believe it could be justified not purely 
in a vacuum on the basis of providing so much money for one 
country and so much money for another country. Can you justify 
any program on that basis? It could be justified fully in my judg- 
ment only if you take into account the considerations which went 
into the formulation of each program, including taking into account 
what is provided to a given country in other forms of aid. 

Senator Lauscue. I think that for the purposes of the record, and 
to clarify what seems to be a disparity, we ought to be supplied with 
other figures showing what type of aid you are going to give India 
and how that aid helps to offset this apparent discrepancy. 

Mr. Barrows. We will certainly supply the information, but just 
offhand I would like to say India has been receiving in surplus 
commodities around $200 million a year for the last se veral years. 

Senator Lauscur. That is what I think should be in this record. 
An argument can be made on the basis of [Deleted] for little Jordan 
with a million and a half people, and only $10 million for India 
with 350 million people. 

Since there are other types of aid, you should set it forth in this 
record in some way. 

Thank you very much. 

(The following information was subsequently supplied for the 


record :) 
Ap TO INDIA AND JORDAN 


Since the major U.S. aid to India since fiscal year 1957 has been from non- 
ICA sources, the ICA program and presentation give a very incomplete picture 
of the total assistance program. The table below presents the broader picture 
compared, as requested, with aid to Jordan. 


U.S. economic aid to India 


[Millions of dollars] 














| 
| Develop- Export- |Public Law| 
| ICA aid ment Import 480 and Total 
Loan Bank 1951 wheat 
Fund loan 
neiemecmedimbidaiunieeton i caateneedliicaeimaae | Joaliipetaiglinasakeilipasiin . 
NII I i ee itatimlane TT Ansan inion iainmreae “ 613.8 1,013.5 
ok ee chet ee 134.8 75.0 151.9 75.4 337.1 
BE DONE EOUO. oii idainkecbotdgentniiided 217.6 BD Bb ewwasiies 243. 6 361.2 
PI hbo st ndesapubnbddbaubide com od 452.1 175.0 151.9 932.8 | 1,711 
| 








1 Includes $8,700,000 from the worldwide malaria eradication program and $20,000,000 from the Asian 
Economic Development Fund. 
2 Includes $10,200,000 from the worldwide malaria eradication program, 
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U.S. economic aid to Jordan 


[Millions of dollars] 


| Develop- Export- | 


ICA aid | ment Import |Public Law| ‘Total 
| | Loan Bank | 4803 
| Fund 

7 he Aaa 
“ | | 
Fiscal years 1952-57_.-_--- a | 53.9 | 4.7 58.6 
Fiscal year 1958__.._.__- si] ee ee reeee letevcwes bases 4.1 | 36.8 
Fiscal year 1959_.._.-.. 2 45,2 3.7 | 19.2 68. 1 

| | 23.0 | 163. 5 


UN lac de nny “7 


1 Includes $77,000 from the worldwide malaria eradication program. 
2 Includes $100,000 from the worldwide malaria eradication program. 
3 Approved programs at CCC cost. 


Since U.S. aid to India in fiscal year 1960 is expected again to be largely 
from non-ICA sources, some of which are not scheduled in advance, no accurate 
comparison can be made at present between the probable fiscal year 1960 pro- 
grams for India and Jordan. However, the tables above amply demonstrate, in 
their showing of ICA assistance to the two countries for fiscal years 1958 and 
1959, that a comparison of the ICA programs alone is wholly inadequate. 
[Deleted.] 

Senator Green. Thank you for the point you have brought out. 

Now, Mr. Morse, you have been very patient. Go ahead. 

Senator Morsr. I always am. There are lots of questions. 

Senator GREEN. Perhaps some of your questions have already been 
answered. 

Senator Morss. No, they have not even been asked. 


SECRECY WHICH MUTUAL SECURITY PROGRAM REPRESENTS 


Let me first for the record associate myself with the remarks of the 
Senator from Minnesota. I am very disturbed about this program 
and the public reaction to it in the United States. 

The program is in serious trouble in the Congress and I think if it 
is accepted without great clarification by Members of Congress, those 
who vote for it are going to be in serious trouble in the country, be- 
cause the American “people in my judgment have had here their fill 
of government by secrecy which this program represents. 

I fear it is lei iding us down the road toward a police state in the 
United States. I think it is so serious that when I lectured at Yale 
last night I was dumbfounded at the opposition expressed to the pro- 
cedures and techniques you are following in the State Department. 


NEED FOR EVALUATION REPORTS ON PROGRAM’S OPERATION 


How in the world I could be asked to vote for a program when 
I can’t have access to evaluation reports as to the operation of the 
program is beyond me. 

I never thought I would live so long as to find America adopting 
that kind of police state technique, under the guise of rationaliza- 
tions that you people in the State Department. give. 

This is the people’s business. They are the ones who are going to 
die by the millions if the preventive war crowd in this country that 
has permeated our Government far too much has its way. 
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And so as one who wants to support military and economic aid— 
T always have and still do—I just want you to know how disturbed 
Iam that you put people such as me in this position. 

I want to do what is necessary to support those things that will 
strengthen the security of my country, and [I want to protect our 
democratic processes. At the same time, and I say this most respect- 
fully, I think the procedures you gentlemen and your colleagues in 
the State and Pentagon buildings offer to this committee are jeop- 
ardizing American democracy, and I mean it just as strong as those 
words are defined. 

This year I shall again join the fight against this secrecy in the 
State Department, the kind of coverup that Mr. Dillon made on the 
record yesterday. No one in this committee is stronger for Dillon’s 
confirmation than I am. 

But I am aghast that in the year 1959 we are given the kind of an 
explanation you gentlemen are giving for a denial to the elected 
representatives of a free people in a parliamentary body of the reports 
on the operations of programs that involve the billions of dollars of 
the taxpayers’ money that we vote. 

You ask us to vote in the dark. You are asking us to vote in the 
dark right now. Just take the record that you gentlemen have made 
here this afternoon and put yourself in a Senator’s seat. 

What have you given me this afternoon that would justify my 
voting for this program? It would be impossible to vote for it on the 
basis of your testimony, and I am not going to vote for this kind 
of a police state technique which you men are acting on. 

It is abhorrent to democracy. We have to take this issue to the 
American people and I propose to help take it to them and call a 
halt to this voting of billions of dollars of the taxpayers’ money in 
the dark. 

I know of no reason why as a United States Senator I can’t have an 
evaluation report as to the operation of your program in Ethiopia, 
for example, or anyplace else. I can’t possibly vote intelligently 
unless I know how the existing program has been working. 

But every time we try to find out anything about it, we are told 
that it is private, and that it falls within the separation of powers 
doctrine. 

Well, I didn’t teach the separation of powers doctrine for 22 years 
to walk out on what I know that doctrine to be just because I walked 
into the Senate, and just because this administration takes the posi- 
tion that it means something else. 


AID TO ISRAEL 


So my questions fall into the following heading: What have you 
in this program for Israel—anything? 

Mr. Rounvrrer. In this particular program, Senator, the only 
specifically programed item is technical assistance. 

Senator Morse. How much? 

Mr. Rountree. $1.6 million. But the comments that I made with 
respect to India a few minutes ago would apply also to the case of 
Israel. There are certain other programs which we anticipate will 
be used to meet Israeli requirements, such as the Development Loan 
Fund and Public Law 480. 
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As you know, Senator, there has been some discussion of the omis- 
sion this year from this program of an item of special assistance for 
Israel. 

This omission has been discussed before in this committee and in 
the House Foreign Affairs Committee, and I believe Mr. Dillon has 
commented to the effect that we anticipate the possibility of providing 
some special assistance to Israel out of the contingency funds. 


{ Deleted. ] 


AVAILABILITY OF DEVELOPMENT LOAN FUNDS FOR ISRAELI PROJECTS 


Senator Morsr. Mr. Secretary, assuming that Israel needs funds 
under the Development Loan Fund, is there anything in the State 
Department’s present program that would in any way disqualify 
Israel from funds under the Development Loan Fund program or in 
the development of specific projects that she may want to build, 
whether they are water projects, or reclamation projects or industrial 
projects ? 

Mr. Rountree. There is nothing to prevent the consideration, Sen- 
ator, of Development Loan Funds for any project which might be the 
subject of agreement between the Development Loan Fund people in 
the executive branch and the Government of Israel. 

We anticipate, as I have said, that Development Loan Funds will 
be available for approved Israeli projects in this forthcoming year. 


FACTORS ENTERING INTO DEVELOPMENT OF ILLUSTRATIVE PROGRAMS 


Senator Morse. Now in regard to the items in this program for 
other countries, whether it is Iran, Iraq, India, Greece, Turkey, or 
XYZ country—these particular budget items do not originate, do 
they, without background discussions with the leaders of the govern- 
ment in the countries in which these funds would be spent? 

Mr. Rountree. The amounts scheduled for these countries are not 
included as the result of bilateral negotiations or discussions with the 
countries. They are merely illustrative programs reflecting our best 
judgment as to what will be required in the various categories in the 
year ahead. 

Senator Morss. I understand. 

Mr. Rountree. They do not reflect any commitments or reflect any 
bilateral discussions of precise figures. 

Senator Morse. I understand that they are not negotiated sums. 
They are not stipulated sums between our Government representa- 
tives, and the representatives of a foreign country. 

But what I would like to know is how they come into being in the 
first place and to what extent, if any, they do represent the results of 
discussions with the heads or representatives of a foreign govern- 
ment—those discussions being based upon information that the repre- 
sentative of a foreign country gives you as to what would be beneficial 
and useful by way of foreign aid money from the United States. 

Did that type of discussion take place preliminary to the drafting 
of such a budget as that ? 

Mr. Rountree. Sir, I think the programs such as you have here, 
which are illustrative, are based upon the best information available 
to the executive branch, in a process of review over an extended period 
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of time which takes into account, for example, the considered recom- 
mendations, comments, and observations of the country team in each 
of the countries. 

In formulating their recommendations and comments, naturally 
they take into account the regular day-to-day contacts that they have 
with representatives of the for eign government. 

In reviewing the matter here, the agencies concerned with the re- 
spective programs must take into account all available information 
including contacts with representatives of other governments in 
W ashington. 

These various factors are weighed, but I think it would be mis- 
leading to say that any of these programs are developed on the basis 
of conversations with other governmental representatives. These are 
factors that are taken into account along with many other factors. 


ISRAEL’S INTEREST IN RECEIVING U.S. AID 


Senator Morsr. Applying my question to Israel, did any of the 
officials of the Israeli Government express to the officials of our 
Government an interest in having an economic and military pro- 
gram allowance in this budget in relation to specific items ? 

Mr. Rountree. Not specifically to a knowledge. The interest of 
Israel in receiving aid from the United States of course is one that is 
quite clear from our regular contacts with Israel. Last year we had a 
special assistance program for Israel of $714 million; the year before 
that a similar program. In both of those years the funds were used 
for purchase of surplus foodstuffs under programs which could have 
been met under Public Law 480, and it was decided on the basis of 
usual program criteria that this year the economic justification for 
continuation of this program was not sufficiently clear to include it 
in the illustrative program as a scheduled item, although at all times 
it was recognized that in Israel as in the case of many other countries 
we must rely upon the availability of contingency funds to meet any 
a mit requirements which may arise beyond the line items. 

Che decision in the case of Israel was a technical decision and, as 
I have said, the anticipated availability of the contingency funds was 
a factor which was borne in mind at the time. Indeed we do now 
anticipate that the contingency funds will be used to provide a special 
assistance program to Israel. 


NEED FOR CONTINUED AID TO ISRAEL 


Senator Morse. Mr. Secretary, would you have me understand from 
the explanation you have just given me that the study our State De- 
partment pests, who have the administrative responsibility for this 
program, have made in Israel has led them to believe that there isn’t 
the need for the continuation of the same degree of an aid program to 
Israel that there has been in the past ? 

Mr. Rountree. What I said, sir, should not be taken to imply that. 

The need by Israel for continued aid is rec ognized, and Sian been 
recognized. 

It is merely a question of what precise form that aid could 
best take. It was considered at the time these books were prepared 
that that aid could best take the form of the Development Loan Fund 
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and Public Law 480, which of course are not scheduled here. As I 
have said, even last year and the year before, Public Law 480 could 
have been used for the same purposes that the special assistance was 
used. 


ISREAL’S CAPACITY TO SUPPORT ITS MILITARY ESTABLISHMENT 


Senator Morsr. In your opinion, is Israel a country that is support- 
ing a military establishment somewhat beyond the present ability 
of her economy to support ? 

Mr. Rountree. Well, sir, the present economy, which is a dynamic 
economy providing a substantial GNP is nevertheless an economy 
which at the moment is sustained and being expanded by virtue of 
substantial foreign aid in the form of US. | governmental loans and 
grants, private contributions of American citizens and_people of other 
countries, both grants and bonds, Getinais reparations, and so forth, 
so that anything expended for military purposes would probably 
reflect at least some degree of reliance upon external assistance di- 
rectly or indirectly for that purpose. 

The question of what is a prudent percentage of Israeli revenues, 
both earned revenues and aid, that should be devoted to the military 
effort is one for the Israeli Government to weigh in light of the 
security requirements of Israel as it sees them. 

Senator Morsr. Only to the degree that it is pertinent to this dis- 
cussion, isn’t it sufficiently pertinent for me to use this particular 
meeting as the forum for a detailed discussion? I would like to 
have the record show as much. 


RELATIONSHIP OF PRIVATE CONTRIBUTIONS TO ISRAEL TO U.S. DECISION ON 
ISRAELI AID 


I happen to be very much concerned about the so-called alleged 
private investments in Israel and private contributions to Israel 
from Jewry around the world. 

There are cases of it that are almost miraculous in the implications 
of the dedication of people to the great history of tradition. 

Yet I am also cognizant of some of the overtones and undertones 
to it. I would raise the question as to whether or not we as a nation 
are taking advantage of that situation, and in a sense helping to per- 
petuate what I think might be very serious difficulties arising in 
connection with American public opinion with Israel in the years 
ahead. 

I am raising for a discussion with you the question of whether or 
not we really are justified on moral grounds, assuming that we ought 
to pay attention to moral principles in international relations, in 
failing to budget for Israel a comparable amount in foreign and 
military aid. If you are going to give any military aid to the Middle 
East, you cannot use in part as your justification for not budgeting 
some to Israel the fact that Israel is able to raise these hundreds of 
millions of dollars by way of private contributions and private in- 
vestments. 

I would like to have a comment from you as to whether there is any 
basis for the criticism that is made by some that the State Depart- 
ment has in effect taken the position that as long as American and 
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Canadian Jews and Jews in other countries are willing to support 
Israel by their own economic aid program, why should we as a 
government ? 

It is a delicate and touchy question. I think we ought to face up 
to it and decide whether our policy would be the same toward 
country X, non-Jewish, that is making the same heroic and valiant 
fight for the principles of freedom, is as anti-Communist as Israel 
is, and is as willing to join us in arms against communism if it be- 
comes necessary to do so. 

The question should be raised in regard to Israel as to whether or 
not we are guilty of discriminating against Israel due to the fact that 
she is able to conduct through priv vate sources the kind of fundraising 
program that she has been Selnsine' 2 

And if you read my mail you would be astounded at the amount 
of criticism I as one Senator—and I am not alone because other Sena- 
tors have mentioned it to me—am receiving in regard to the type of 
fundraising program that Israel is conducting in this Nation. 

I think that can blow up the kind of storm that has spotted the 
yages of history in the past. I don’t want to see that storm of bigotry 
low up ar 

And so I am raising the frank question with you: Aren’t we taking 
advantage in our foreign aid program of the support that Jews in 
other countries in the world are giving out of their private funds 
to Israel, and which it would not be nec essary for them to do if we 
gave Israel equal treatment with Arab countries in the field of eco- 
nomic aid in this budget this year? 


GOVERNMENT'S EXTERNAL RESOURCES TAKEN INTO ACCOUNT IN DETER- 
MINING ITS AID NEEDS 


Mr. Rountree. I believe, Senator, that it would be a serious mis- 
take not to take into account in Israel or in any other country the 
resources which that Government has from all sources. 

Private contributions are traditionally a major factor in the Greek 
economy, and in the Lebanese economy. They are a factor that is 
extremely important in Israel, and are of partic ‘ular significance there 
because of the special complexities of the Israeli economic require- 
ments and the reasons for those requirements. 

I think it would be a mistake for me here to try to define the 
various aspects that must be taken into account in formulating the 
magnitudes of aid programs. One of the reasons for the substantial 
private contributions to Israel has been to finance a substantial 
emigration program in Israel, which is one of the most delicate 
aspects of relations between Israel and the other Arab states. 

Immigration to Israel and economic requirements to meet the heavy 
impact of that immigration is a whole field for special considera- 
tion 





Senator Morse. We might help that a little bit, Mr. Secretary, if 
we could get my colleagues i in the Congress to modify the McCarran- 
Walter Act, might we not ? 

Mr. Rountree. But I think it would be a mistake either to over- 
look the government’s income from whatever source the Israeli or 
any other government has, because these are important considera 
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tions. Also, a factor that we have to bear in mind in developing 
programs for Israel or any other country is the relative needs, the 
condition of the economy, in relation to other countries. 

Israel has made remarkable progress economically since the estab- 
lishment of the state. The per capita income in Israel is many times 
the average per capita income of any other state in the area, indeed 
higher than some European states. And this is not a static business; 
it is aconstantly increasing proposition. 

Senator Morse. It is still a deficit country. 

Mr. Rounrrer. The point is that, taking into account the income 
of the country, the productivity of the country, and the gross na- 
tional product, the income to the people, it is a dynamic economy. 
And, as I say, we have to weigh the relative needs as between Israel 
and other countries. 

I would say that the extension of American aid to Israel has been 
fully justified in the past, and what we propose to do out of appropri- 
ations this year will be fully justified. 

But I do not believe that we should consider disregarding the sub- 
stantial private contributions that are made to Israel or to any other 
country. 

The Cuarrman. Will the Senator yield for a question ? 

Senator Morse. Yes. 


TAX EXEMPTION ON CONTRIBUTIONS TO CERTAIN ORGANIZATIONS WHICH 
PROVIDE MONEY TO ISRAEL 


The Cuarrman. Are those private contributions tax exempt for the 
people who are giving them ¢ 

Mr. Rountrer. As I understand it, Senator, contributions made by 
private American citizens to certain organizations are tax exempt, 
and a part of these funds in turn represent contributions to the State 
of Israel. 

The Cuatrman. Are the contributions to other countries tax ex- 
empt ? 

Mr. Rountree. Not to other countries. It is a question of contribu- 
tions to charitable organizations. The contributions, as I understand 
it, to the American organizations are tax exempt because of the na- 
ture of the organizations. If it were a contribution directly to a for- 
eign government, it would not be tax exempt. 

The Cuarrman. I just wanted to know for information purposes. 

Senator Morse. In carrying on the discussion with you and the 
Secretary about tax exemption under the internal revenue laws, there 
is a ceiling limitation, is there not, for contributions to so-called 
charitable and public services and human betterment organizations? 
That is, they are tax exempt only in relation to the ceiling for tax 
exemption on the part of the individual taxpayer. 

If he gives it to Israel and does not give it to some charitable in- 
stitutions in the United States, he would find himself in the position, 
if he went beyond the ceiling, of having to pay taxes the same as 
anybody else. 

Mr. Rountrer. As I understand it, the rules that apply to normal 
contributions to philanthropic and charitable institutions apply to 
contributions by American citizens to organizations which in turn 
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may provide money to Israel. There is no special law under which 
contributions to Israel] are tax exempt. It is under the charitable 
deductions tax regulations. 

Senator Morse. So if I decided to give the maximum amount that 
would be tax exempt under the internal revenue laws to the United 
Jewish Appeal or to the foreign phase of the United Jewish Appeal 
instead of to my church or the Red Cross or the Boy Scouts or the 
Girl Scouts or any other American charitable institution, I could 
make that grant tax exempt. 

But that grant would be calculated within the total amount of 
grants I can make on a tax-exempt basis to charitable institutions; is 
that correct ? 

Mr. Rountree. I assume that to be correct, Senator. I am not a 
specialist in this. 

Senator Morse. That is my understanding. 

The Coatrman. I don’t know what it is. 


QUESTION OF MILITARY ASSISTANCE FOR ISRAEL 


Senator Morse. I would like to get that clarified because of the 
question I am raising here, Mr. Chairman. As I said to the Secretary, 
we are going to have to discuss it in relation to another pattern later 
on. It is only indirectly involved in this bill but it is involved to 
some extent. 

I am raising with the Secretary, or started to before you came into 
the room, a complaint that I receive from pro-Israelis, many of them 
in high positions and very responsible, that we are in effect discrimi- 
nating against Israel and in favor of their Arab neighbors. The 
Israelis are making freedom work; they are doing a “rood job of 
developing a stronghold of freedom in the Middle East, ‘and because 
of the tendency of loy al Jews to support great Jewish causes, (hey are 
able to raise great sums of money by way of private contribution ane 
investment in Israel bonds, that. is having some potential lurki 
dangers within the American public opinion. 

1 am raising the question as to whether or not we should take note 
of that before we get into some unfortunate situation that public 
opinion sometimes deve slops, by facing up to the question as to whether 
or not we are treating Israel differently than we are treating her Arab 
neighbors in the matter, for example, of defense support. 

I make the statement, and if I am wrong, the Secretary can correct 
me, that Israel is really supporting a military establishment that costs 
her so much more than one would consider to be a fair percentage of 
her national budget. If she were some other country, she might be 
considered qualified for defense support. Her leaders have said to 
me for example: 

You pour money into the Arab countries. We have to spend that much more 
of our own budget to keep our bulwark strong from possible attack. If you are 
going to give defense support to other Arab countries, why are we left out of 
consideration in your foreign aid program for defense support? We are a free 
nation. You don’t have to win us over to the cause of freedom. 

I don’t mean to put my = in the position of being a supporter of 
defense support for Israel, but am rather raising the question: Have 
they got a case for defense support ? 





Lich 
ible 
hat 
ted 
eal 
the 
uld 


of 


ta 


to 


re 


of 
ee 


of 


MUTUAL SECURITY ACT OF 1959 ' 627 


Mr. Rounrrer. Of course, sir, we don’t supply defense support to 
any of the Arab States. I assume by defense support you meant in 
the broad sense, not the technical one. 

Senator Morse. Military aid. 

Mr. Rountree. We are giving to some Arab States limited quanti- 
ties of military aid. 

Senator Morse. Earlier this afternoon you used the figure of 
[Deleted | for Iraq. 

Mr. Rountree. That is past programs. Iraq was a member of the 
Baghdad Pact participating in collective security arrangements. | 
would say quite frankly that we have not considered the extension of 
military assistance to Israel. The substantial program of economic aid 
we have had for Israel in past years and at present reflects a situation 
which I believe by no means could give the impression that we have 
discriminated against Israel in the overall question of aid. 

I think our treatment of Israel in aid matters has reflected our 
interest in that country. 


POST-WAR SETTLEMENT OF DISPLACED PERSONS 


Senator Morse. You mentioned the immigration problem of Israel. 
Do you think after World War II all free nations had some moral obli- 
gation to empty the displaced persons camps of Europe and distribute 
those people among the free nations of the world, many of whom 
incidentally were non-Jews? 1 had supplied to me at one time and put 
in the Congressional Record figures that showed that in the displaced 
persons camps in the American zone in Europe by the end of 1946 the 
majority of them were non-Jews. It wouldn’t make any difference to 
me if all of them were Jews. It has nothing to do with the question 
of our obligation to come to their assistance as human beings. Do you 
think that we had any obligation along with other free nations to try 
to get those people a place to live in an environment of freedom ? 

Mr. Rountreer. I think the whole world had an obligation, Senator. 
I know something of the atmosphere of the situation existing in 
Europe not only with respect to Jews but with respect to other dis- 
placed persons by virtue of an assignment that I had just after the war. 
I recognized then as I continue to recognize the crucial problem not 
only for the United States but for the world community as a whole. 

The efforts the United States has made in that direction have cer- 
tainly been fully justified, and I am very glad that we have shown the 
disposition to carry our share of the responsibility in a matter of this 
sort. 

Senator Morse. I felt an obligation. I wouldn’t share your point 
of view that we have carried our fair share of it. To the contrary, 
I think we have fallen far short. 

The CuarrMAn. Will the Senator yield to me? 

I have to put something in the record. I wonder, Senator Morse, if 
before they are through you would ask the witnesses if they will submit 
answers to the questions that they have not answered for the record ? 

I will turn the meeting over to the Senator. 
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IN CONSIDERING AID TO ISRAEL, TAKING INTO ACCOUNT ITS PROGRAM 
FOR RESETTLEMENT OF DISPLACED PERSONS 


Senator Morse. I felt, Mr. Secretary, that we had this responsibility. 
That is why I asked for concurrence of the administration, when I 
made a speech in the Senate in early 1947, for a conference of foreign 
ministers of the free nations of the world for the purpose of seeing if 
we could reach some international agreement for the distribution of 
these people. 

You know the history of that. It came to nought. It came to worse 
than nought. It was finally followed by the McCarran-Walter Act, 
which I think is a pretty shocking record. 

But getting back to the thread of my thought, I have always felt 
that to a certain degree, the acceptance of this large immigration to 
Israel of Jews from Europe fulfilled a part of our own obligation, and 
that it is a factor that ought to be considered in the determination of 
the economic aid program. 

We did not want to take our share of them into our own country. 
We ought to have been willing at least to assist with dollars to help 
settle them in Israel, leaving the question of sovereign rights to Israel. 
We might very well consider giving, in evaluating the amount of 
money we are going to make available to Israel, a fair percentage to 
help her with her resettlement program. 

Would you say that that factor has been considered in our past. eco- 
nomic aid to Israel ¢ 

Mr. Rounrrer. I would say that that factor has not had a direct 
relationship to our economic assistance to Israel. The requirements of 
the Israeli economy have been viewed in a more general perspective as 
a result of which our aid program has, I think, made a significant. con- 
tribution to the overall development of Israel. As it has been sug- 
gested here, a substantial part of the requirements resulting from 
increased immigration has been met by private contributions. 

As I have said, the question of Israeli immigration is a very delicate 
question, having considerable significance in terms not only of Israeli 
relations with the Arab world but also of our and the United Nations 
attitude. This is a fact of life that I think we do have to take into 
account. 


TAKING ARAB-ISRAELI PROBLEMS TO THE UNITED NATIONS 


Senator Morsr. As you know, I have expressed the opinion many 
times that we ought to get every phase of the issue that stirs up trouble 
between Israel and the Arab States into the United Nations for a 
negotiated settlement. 

We have to get it there eventually, because as long as we keep it out, 
it seems to me we are being played upon by both sides, the Arabs 
claiming that we are strengthening Israel against them and vice versa. 
I think the very real danger is that we are charged with building up 
the military establishments of the Arab nations, thereby preparing the 
way for the ultimate destruction of Israel. 

Many Arab leaders continue right up to this moment to say they are 
going to wipe Israel off the face of the map at the first opportunity. 
There is about as much war potential in that threat, it seems to me, 
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as in the threatened domination of Iran by the Communists, which is 
a very dangerous thing, too. 

I have to go and vote now. Mr. Marcy, I have some more ques- 
tions here for the record that I would like to get answers to. 

I know your tight schedule, and I want to be fair to the Secretary. 
I am perfectly willing to have you serve some coffee until I can get 
back down. 

I think it will take me about 30 minutes. Would it be your con- 
venience to wait or would you like to have it set over to some other 
time ¢ 

Mr. Rountree. No; I will be pleased to wait, Senator. 

(Short recess. ) 


NEED FOR EXPLANATION OF U.S. POLICY ON AID TO ISRAEL 


Senator Morsr. Mr. Secretary, I think it would be very helpful 
to me and to several others on the committee, to whom many of these 
inquiries and problems seem to be directed, if you would prepare 
or have prepared a memorandum tying together all the testimony 
that we have in this record, Secretary Dillon’s and yours and others, 
in regard to the including and excluding of aid items in this budget 
with respect to Israel. I suppose one reason that I and two or three 
others on this committee seem to get so many of these inquiries is 
that we have spoken at a good many Jewish functions on various 
aid programs to Israel, limiting ourselves to the discussion of for- 
eign policy matters, and I think it is only natural that under those 
circumstances they communicate with us. 

We have been very persistent in making clear at all times that it is 
one thing for us to discuss foreign policy with them and it is another 
thing to see to it that we an ourselves in an objective position con- 
cerning their mistakes, and I have held frequently that there are 
many. 


SUBMITTING ARAB-ISRAELI ISSUES TO THE UNITED NATIONS 


Many of these troublesome issues with the Arab countries must be 
taken away from both the Arab countries and Israel and submitted 
to the judicial processes of the United Nations where third party 
minds can be brought to bear upon them and decisions, whether they 
are conciliatory decisions or out and out judicial decisions, handed 
down. 

I wanted to make that statement on this record. 

On the other hand, I want the record to be perfectly clear that I 
think we have to be very careful that we do not follow a discrimina- 
tory policy against Israel simply because we know that she is a red 
flag to the Arab countries. ese inflammatory statements that are 
constantly being made by many of the Arab countries don’t augur 
very well for peace in the Middle East. 

In turn I think it may be conducive for the people of Israel to 
make mistakes in judgment, too. All I have insisted on in my work 
on these problems here in this committee is that we hew right down 
the line with complete impartiality in the handling of the Middle 
East problem in respect to the Arab-Israel issue. That goes for 
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the refugee problem too. You mentioned it earlier this afternoon. 
I don’t think there will be any peace in the Middle East until we 
get it solved. 

I tell the Israelis that and I tell the Arabs that. I am realistic 
enough to know that we aren’t going to get it solved by turning Israel 
over to the Arabs. It is too late for that, although I do think that 
there should be a partial settlement probably on the basis of whatever 
the mediation or conciliation or negotiation or conference group, 
under the canopy of the UN, might decide on. 

I don’t see how you can possibly get it settled without other na- 
tions of the world recognizing that this Arab refugee problem in the 
Middle East has become a world problem. 

We all have a stake in it now. We all have a stake in any issue 
which threatens the peace. And so in keeping with the spirit of 
complete frankness with which I am discussing this matter with 
you, I would like to have a memorandum based on your best judgment 
as to what you should like to make available to this committee on 
aid to Israel and also instructions in a letter as to what public posi- 
tion any of us are free to take in explaining the State Department’s 
position. 

I hope you will not interpret this as an immodest statement when 
I say I think there are about three men on this committee who can 

erform a great public service for the State Department on this issue, 
Calas of the confidence that is vested in them by a great many people 
that are very concerned about the Israeli problem. 

It does not make any difference to me who the party or the organi- 
zation in the country is. If I think they are wrong, I am not going 
to hesitate to say so. 

I have not hesitated to do so on the Israeli matter, many, many 
times. 

I think Israel was wrong on the Suez matter and said so in meeting 
after meeting in this country. I think we have got a hotter potato 
here than some of you may fully realize, at least from the standpoint 
of Senators. 


MEMORANDUM ON U.S, POLICY ON AID TO ISREAL 


Would it be possible to prepare such a memorandum, working it 
out with Mr. Marcy and Mr. Holt? They are perfectly aware of 
all the implications of my discussions here this afternoon. When 
the charge is made to me that Israel is being discriminated against, 
I want to say “Well, do you know the State Department’s position ? 
Do you know what they really have proposed? Are you aware of 
what is contemplated in the program ?” 

If I can have that kind of memorandum, it not only will clarify the 
State Department’s position within this committee, but it could clarify 
it in many other places. 

Mr. Rountree. Senator, I would be very pleased to provide such 
a memorandum, and I hope it will be helpful to you in the situation 
that you have mentioned. I think that any objective review of our 
aid to Israel in relation to the general aid program could not lead 
one to conclude that Israel has been discriminated against. I would 
be very surprised indeed if the Israeli representatives themselves felt 
that Israel had been discriminated against. 
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Indeed I find it often the case that friends of Israel in the United 
States are more sensitive to particular aspects of United States- 
Israel relations than the official representatives of the Israeli 
Government. 

This perhaps is due to misunderstandings. 

Senator Morse. Let me interrupt to say I am glad to hear you 
say that, although I am very careful to stay within the boundaries 
of my rights as a Senator. A very high official of the Israeli Gov- 
ernment was in this country not so long ago, and I happened to be 
at a meeting which enabled me at her request to discuss some of the 
facets of this problem. Let me tell you that in my judgment she 
did a magnificent job in putting straight some Americans who fall 
into the classification that you have just alluded to who seem to 
think that our program toward Israel is all wrong. I was pleased 
to see this high official of the Israeli Government set forth informa- 
tion and facts that I knew were true and I was able to verify. I 
was able to say that I completely supported her comments. 

That is the kind of factual information we need, because it has 
many future serious implications if we don’t pave the way now to 
prevent misunderstanding which may arise. So anything with this 
background that you can put in that memorandum which will help 
those of us on this committee who can use it will be helpful. 

(The following information was subsequently submitted for the 
record :) 

U.S. Arp To ISRAEL 


The United States has been generous in its economic assistance to Israel. 
From the creation of the state a decade ago through the current fiscal year, 
total U.S. Government assistance to Israel amounted to $670 million. Of this 
total, $348 million was on a loan basis, more than one-half of it being repayable 
in Israel pounds. 

Israel was not specially included in the administration’s request for special 
assistance funds in fiscal year 1960 because of the improvement in Israel’s 
general economic situation and the belief that increasing use could be made of 
other forms of U.S. aid, e.g., Public Law 480 and the Development Loan Fund. 
The decision was made on economic grounds. It was believed that the aid 
already extended to Israel from all sources had put the country in a position 
where it could now rely on long-range development loans. 

In order to appreciate the extent to which the U.S. Government has in the 
past assisted Israel and continues to do so, the total program rather than 
any of its parts should be taken into consideration. In determining the specific 
type of assistance furnished by the U.S. Government, Israel’s particular eco- 
nomic needs and the resources available to meet them have always been taken 
into consideration. In this connection the following points were given con- 
sideration : 

(A) Israel receives assistance from non-U.S. Government sources in the 
forms of loans, gifts, German reparations, and German restitutions. These 
sources Of foreign exchange, together with Israel’s export earnings and 
U.S. aid, other than special assistance, meet most of the country’s require- 
ments to support its economic development program. 

(B) Israel has received special assistance in recent years in the form of 
agricultural commodities. These commodities, or others readily substitut- 
able therefor, are likely to be available under Publie Law 480. 

(C) Israel’s economic position has improved to the point where it is be- 
lieved that Israel can rely heavily on long-range development loans. Ex-Im 
Bank and Development Loan Fund resources are available for financing this 
type of project. 

(D) Improvement in Israel’s per capita gross national product from $704 
in 1953 to $914 in 1958 should be noted. This is more than nine times higher 
than the average in the whole Near East region, and higher than in some 
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European countries. Also of interest is the fact that Israel’s gold and 
foreign exchange reserves have increased from $83 million to $122 million 
between 1953 and 1958. 

The need for Israel’s continued economic progress is obvious. The question 
to be resolved, however, was should Israel receive grant aid for the expansion of 
its economy. Recent congressional and executive branch policy has emphasized 
placing development aid on a loan basis wherever possible ; the Development Loan 
k’'und was created for this purpose. 

In these circumstances it was believed that the supply of agricultural com- 
modities under Public Law 480 and the approval of loans by the Development 
Loan Fund to finance sound economic projects would meet Israel’s requirements 
for official U.S. assistance in fiscal year 1960. However, should developments in 
Israel’s economic situation indicate additional requirements, access could be 
sought to other available resources, notably the contingency fund. 

It should be emphasized that the gradual change in composition of U.S. assist- 
ance to Israel does not imply a change in this Government’s policy or a diminu- 
tion of interest in Israel. Our interest in seeing Israel maintain its political 
independence and attain, to the maximum degree possible, economic viability is 
a continuing one. The major objective of the U.S. aid program has been to 
assist Israel to achieve further economic development and to reduce its dependence 
on extraordinary external assistance. Toward this end, Israel continues to have 
aecess to the Development Loan Fund, and the United States is continuing its 
assistance under technical cooperation and Public Law 480. 


UNITED NATIONS RESPONSIBILITY CONCERNING ARAB-ISRAELI PROBLEM 


Mr. Rountree. May I say secondly, sir, in relation to your com- 
ments about a solution to the Arab-Israel dispute and the role of the 
United Nations, I feel strongly that there is a United Nations re- 
sponsibility here not only with respect to the care of the refugees that 
we have discussed but also to continue to seek a solution to this prob- 
lem. It is and should be a matter of concern not only to us and to the 
people directly concerned, but also to the international community asa 
whole. 

We believe the solution to this can best be found through the United 
Nations. And I think we should continue to seek every opportunity 
to explore in the United Nations a solution to this problem. 

Senator Morse. That is the way I feel. I have been advocating 
that course on the floor of the Senate for years. 

For the record the chairman has asked that I submit to you, Mr. 
Secretary, a memorandum calling for certain information that the 
committee would like to have on projects in various countries as set 
forth in the memorandum. 

The committee would appreciate it if you would have the answers 
prepared in writing and submit it to the committee. (See p. 1295.) 

Mr. Rountree. I will be glad to. 


DOES THE AID PROGRAM PROVIDE A FORUM FOR DISCUSSING JORDAN- 
ISRAELI ISSUES ? 


Senator Morsr. Now we move from Israel way over to Jordan. 

Is any consideration being given to a possible internationalizing 
of a buffer area between Israel and Jordan that might help diminish 
the cause of friction between those two areas ? 

Mr. Rounrree. The only suggestion that has been made in that 
regard has, as far as I know, arisen from public speeches by Israeli 
officials, I believe particularly the Prime Minister of Israel with re- 
spect, to the west bank of Jordan. 
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This is an element of a highly charged problem. I do not believe 
that we, not a party to this but a very interested bystander, should 
exclude any possibility acceptable to the parties of reducing tensions 
if there is any prospect of working out a temporary or permanent 
solution that would reduce tensions. I think that the United Nations 
and the parties concerned should consider what is right and feasible. 

But I have had no reason to believe that a proposal along the lines 
to which you refer would be acceptable to Jordan. 

Senator Morse. Of course, I am no diplomat and therefore the sug- 
gestion I now make will have no standing whatsoever in diplomacy. 

I certainly would not favor using our “mnilitary and economic aid 
program as a device for getting commitments out of nations that in 
return for the aid they will follow some particular course of action 
in the field of diplomacy. 

I abhor that as much as you. And yet I have.a little difficulty in 
seeing a clear line of distinction between negotiations in the field of 
prov iding military aid and economic assistance and our making clear 
to the nation concerned that we are providing that aid and assistance 
because of our faith in them that they are going to help us promote 
the cause of peace and prevent the constant danger of a Russian take- 
over. Does the State Department, in implementing this military and 
economic aid program in the Middle East, use those discussions as a 
forum for at least expressing our concern about such problems as the 
water problems between Israel and Jordan, the boundary problem, 
the buffer zone problem between Israel and Jordan, the type of 
threats that Nasser in the height of his oratory is inclined to make 
which are interpreted as warlike speeches against Israel, and also 
infls ammatory statements that are sometimes made by Israeli leaders? 

Does the State Department, and is it proper for it to do so in your 
opinion, include in a discussion of implementing a program such as 
this involving the vast sums of money a frank discussion of the posi- 
tion these countries are taking on such troublesome issues? 

Mr. Rountrer. Of course, I am sure the Senator recognizes the 
extreme difficulty and delicacy of any suggestion that “American 
aid programs to these countries might carry political strings with 
them. I think there is no country in the area that would accept 
American aid or aid from other countries with such political strings. 

That does not mean that we do not discuss frankly with these coun- 
tries the problems and difficulties that are of concern to us, but I 
don’t want to suggest, because it would be inaccurate to imply, that 
these discussions take place in the framework of “If you yield on 
your political position with respect to problem X, we will provide 
military, economic or other assistance to you.’ 

That would get us into a field in which the problems would be 
extremely great indeed. 

And it would be a tactic which would be unacceptable to any sov- 
ereign government in the area. 


U.S. AID RELATIONSHIP TO ARAB-ISRAELI DISPUTE 


Now we are concerned about the Israeli-Arab dispute. We believe 
that many problems of the area cannot be solved until there is some 
solution to this basic issue, For example, the refugee problem is di- 
rectly related to other aspects of the Arab-Israel dispute. 

40110—59—pt. 1——41 
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It is for that reason that I think we should not relax in our efforts 
to find some way of moving, making progress in this whole matter. 

Now any solution to the Arab-Israel dispute is going to be an ex- 
pensive one. Secretary Dulles recognized that in August of 1955 
when he made his proposals with the approval of the President for a 
possible solution to the problem, and set forth the extent to which 
the United States, in collaboration with other countries, would be 
willing to participate in the financial requirements of a settlement, 
and indeed in the political requirements of a settlement, assuring 
boundaries that might be agreed to and so forth. 

I think that relating assistance of that sort to a solution to a prob- 
lem is a perfectly proper thing. 

But to predicate unrelated assistance to a solution of a political 
problem would be an entirely different matter. 

Senator Morse. I completely agree with your statement. 

I sought to make that clear as a preliminary to my question. 
Where you draw this line, between the possible effects of your aid 
in producing a policy that would be abhorrent to our American 
principles, I think, does raise a pertinent question, to wit: Suppose 
an Arab country threatens to make war against Israel as soon as it 
is strong enough to do so, and then seeks American military and 
economic aid. 

Do we not in such cases have a question of national policy pre- 
sented to us? 

Can we justify giving military aid to such a country, even though it 
may be atinet by communism, when its leaders openly state that 
they intend to start a war when they are strong enough to do so, and 
thereby supply them in part with the sinews for that war? That 
is the question I wanted to raise? 

Does that not provide a very proper and legitimate framework for 
a discussion of their warlike statements ne oe we negotiate with 
them the implementation of this aid program ? 

Mr. Rountres. Certainly we have always made clear our opposi- 
tion to statements of that sort. And with respect to American mili- 
tary aid to any country, we have agreements or understandings under 
which that military aid is provided. 

The situation in the area quite frankly is such that there have been 
highly inflammatory statements made by both sides over a long period 
of time, and our policies and our programs in the area cannot always 
be predicated entirely upon what is said or what is not said in this in- 
flamed situation. 

But I think we have to proceed with the greatest wisdom possible, 
on the basis of our evaluation of what are the real intentions of the 
people concerned, the nations concerned, and in light of what is re- 
garded to be in our best interest. 

I wish, sir, that these statements were never made. Unfortunately 
they have been made in the past and presumably they will be made in 
the future. I think the most I can say is that we should continue to 
exercise such influence as we can to stop them. 


SITUATION IN LEBANON 


Senator Morse. I will go on to Lebanon for a moment. Would you 
tell the committee what you consider to be the present situation in 
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Lebanon from the standpoint of national stability, in contrast with 
the very unstable situation that we found there at the time the 
Marines went in? 

Mr. Rountrer. I would be pleased to. You recall that following 
the events of last summer, a government was formed consisting of 
two Christian and two Moslem Ministers under the leadership of 
Prime Minister Karame. 

These Ministers have obviously been working very hard to bring 
about peace and tranquillity in Lebanon, and I think that the govern- 
ment under the new President Chehab has been doing an extremely 
good job. 

The situation in Lebanon seems to be relatively quiet, relatively 
stable, and I believe that the Lebanese people and leaders are really 
trying to avoid anything like a recurrence of a situation which could 
lead to confessional strife. The events of last summer came as a 
shock to many Lebanese. 

And I am encouraged to believe that every effort is being made 
by them and I hope will be successfully made to contain the situation 
there. 

Senator Morsr. A very able member of the professional staff of 
this committee has had some experience in Lebanon, and in a con- 
versation with him not long ago he pointed out to me that within the 
past year the conflict was such in Lebanon that many of the Chris- 
tians in Lebanon were working behind barricades, and that there 
wasn’t a free intermovement between the Moslems and the Christians, 
and that that had persisted up until the recent past. 

What is the situation with regard to that now? 

Mr. Rounrree. I believe the situation has tremendously improved, 
Senator. I am not suggesting for a moment that all the scars have 
been removed. ‘The troubles in Lebanon last year were very serious 
indeed. But when I was in Beirut and outlying areas in December, 
I saw very little evidence of tensions that indeed I expected. It 
seemed to me that the situation had rapidly returned to normal, and 
that while there are still difficulties, considering the state of affairs 
only last summer, I believe we should be encouraged by the present 
situation. 

Senator Morse. Do we have any military contingent there now? 

Mr. Rountree. No, sir. 


TECHNICAL COOPERATION PROGRAM IN LEBANON 


Senator Morsr. What is the amount in dollars of the proposed pro- 
gram for Lebanon in this budget ? 

Mr. Barrows. It is $1 million in technical cooperation, sir. 

Senator Morse. That is all? 

Mr. Barrows That is all. We had in 1959 a $12.5 million special 
assistance grant which was given as a result of problems that de- 
veloped during the emergency, and here as in Israel we are not 
proposing that type of aid for 1960. 


LOAN ASSISTANCE TO LEBANON 


Senator Morse. You have no proposal for any specific economic 
project development which Lebanon might need ? 
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Mr. Barrows. Lebanon has presented certain proposals to the De- 
velopment Loan Fund. [Deleted.] But there is no plan for grant 
aid. 

Senator Morse. No plan for military aid ? 

Mr. Barrows. No, sir. 

Senator Morse. Did you say that you think the proposals that she 
is making for loan aid in relation to specific projects have a pretty 
sound basis ? 

Mr. Barrows. Yes, sir; so far as we know. Of course, the final 
judgment on that will be exercised by the Development Loan Fund. 
| Deleted. | , 

Senator Morse. Do any of them relate to the development of the 
water resources # 

Mr. Barrows. No sir. One of them is a hydroelectric proposal but 
not irrigation. The other is a development bank for financing small 
business. 

Senator Morse. Doesn’t Lebanon still have a tremendous food 
problem ? 

Mr. Barrows. In Lebanon, I think that in general they are able to 
finance their requirements. In fact, we don’t anticipate any need for 
surplus foods either. 

Senator Morsg. I am surprised that they are not seeking loans for 
water development projects that would help them with reclamation 
projects. When I was in Lebanon some years ago, in talking to some 
of their leaders, they stressed very much that there was need for water 
resource developments. 

And you say their only loan request is for a hydroelectric plant? 

Mr. Barrows. And for a development loan bank. 

Mr. Rounrrer. And there might be others as well, Senator; there 
might be other applications as well. I might say that it is my expecta- 
tion and indeed my hope that there will be some projects approved 
for Lebanon by the Loan Fund. 


DEFENSE SUPPORT 


Senator Morse. Now, my final question, and I shall not supplement 
what Senator Humphrey had to say about Iraq and Iran except to 
say that in general he expressed the point of view that I share. 

I would like to discuss with you very briefly this matter of defense 
support again. It has moved back and forth across the table in these 
hearings, and I am not sure that the record is clear yet. Mr. Sec- 
retary, call my attention to the page in the book which will give me 
information on the amount of defense support that each one of the 
countries would get in your area. 

Mr. Barrows. Page 8 will give you the breakdown, sir. This is a 
table, the first three columns of which show the past and proposed 
defense support allotments. 

Senator Morse. Mainly to Greece, Iran, Pakistan, and Turkey. 

Mr. Barrows. Yes, sir. 

Senator Morse. That is all of them? 

Mr. Barrows. That is all. 
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CRITICISMS OF MILITARY ASSISTANCE TO PAKISTAN 


Senator Morse. Are you people at all disturbed by or concerned 
with the criticisms that are made about our defense support to 
Pakistan 4 

I hear none in regard to Turkey or Greece, but we get a consider- 
able amount of it in regard to Pakistan. We discussed it with Mr. 
Dillon, Secretary McElroy, and others in these hearings, and you may 
have discussed it, Mr. Secretary, when I was out of the room. 

I would like to ask you if you are concerned about both defense 
support and the military aid money to Pakistan from two standpoints. 

One, the charge that it really is designed, as far as the Pakistanis 
are concerned, to build up their defenses against India. 

And, second, that it is used to further impress upon the Pakistani 
people a form of government that is not consonant with our concep- 
tions of a free society. 

I notice in your statement that you have a comment to the effect 
that you have cause to believe that this government is going to re- 
turn in the future—I am paraphrasing it—to a more democratic form 
of government. But I am inclined to be skeptical. 

Mr. Rountree. Senator, let me say this. I believe that Pakistan’s 
record and Pakistan’s attitude are ones that we should encourage very 
strongly. It is a declared participant in the free world’s collective 
security organization. 

It is a member of the Baghdad Pact. It is a member of SEATO. 
Its general attitude with respect to the major issues in the world 
today is one that should provide us substantial encouragement. Pak- 
istan does maintain a substantial military force. 

U.S. aid to Pakistan in the military field began as a result of our 
agreement of 1954, under which we undertook over a period of years 
to provide certain military assistance. [ Deleted. ] 

You will recall that this program was undertaken at a time when 
Pakistan, as we desired, undertook collective security arrangements, 
first with Turkey, later with the Baghdad Pact, onk with SEATO. 

It was decided that it was in our security interest to help Pakistan 
to maintain an effective defense force. [ Deleted. | 

In order for Pakistan to maintain any force, the present force or 
a smaller force, there would be an impact upon the Pakistani economy. 
By virtue of our military assistance, and our association with Pakis- 
tan, I think Pakistan has the relative degree of confidence that has 
caused it to hold back in expanding its military forces. It has im- 
proved those forces, not substantially expanded them. 

Now there has been a great deal of criticism of American military 
aid to Pakistan. I think a large part of that criticism is unjustified. 
I believe that the value of Pakistan as a strong ally in these organi- 
zations is substantial. I believe that American assistance to Paki- 
stan in maintaining the military force necessary for such participa- 
tion is wise, because it has obviated the necessity for the Pakistanis to 
use a greater portion of Pakistan’s own scarce resources for military 
purposes. 
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INDIAN VIEWS ON U.S. AID TO PAKISTAN AND VICE VERSA 


There have been complaints or criticism that the American aid to 
Pakistan in the military field has created problems in India. [| 
recognize that. We recognized at the very outset that this was a prob- 
lem. President Eisenhower had communication with Prime Minister 
Nehru on this subject, so that there would be no misunderstanding 
of our policies in that matter. 

Pakistanis, on the other hand, have found grounds to criticize our 
economic aid program to India, on the basis that this has permitted 
the Indians to divert a large part of their own resources to the pro- 
curement of military equipment. 

Indeed, the Pakistanis 

The Cuatrman. Are they serious about such a complaint? 

Mr. Rountree. You hear it very often. 

The Cuarrman. An official complaint ? 

Mr. Rounrres. No, I am speaking of public 

The Cuarrman. It is nonsense because we started giving arms to 
Pakistan first, didn’t we? 

Mr. Rountres. No. 

The CuHamman. Oh yes, we did. The real armament program 
started in Pakistan long before India responded with the purchase of 
bombers, didn’t it ? 

I want to know what the record shows. Did they register a com- 
plaint with you about our economic aid to India ? 








NATURE OF PAKISTANI CRITICISMS OF U.S. AID TO INDIA 


Mr. Rountrer. Let me make this clear. What I am saying is 
that the Indians and others have criticized our aid program to 
Pakistan. On the other side there has been criticism by Pakistan of 
our economic aid to India, on the grounds that this has permitted 
the Indians to divert substantial amounts of their resources for the 
purchase of military equipment. 

Now I am not underwriting either argument. Iam stating a fact. 

The Cuarrman. You seem to be. I don’t agree with you about 
Pakistan. I think the military aid given there has been a great mis- 
take. I think you would be better off to admit that it probably is, 
than to try to justify it. The original program was a very large 
military program. That was the trouble. 

I would rather you wouldn’t make me have to take issue about it. 
I am talking about the size of the Pakistan army program. If there 
has been any official complaint on the part of Pakistan on our aid 
program to India, I would like to know what it is. Do you have in 
your files any official protest by Pakistan concerning our economic 
assistance to India? 

Mr. Rounrres. Senator, I can only repeat what I said, that there 
have been two aspects of the dispute in south Asia with respect to 
our military program. 

The CHarrmMan. Would you answer my question? Do you have 
any such protest ? 

Mr. Rountree. Not an official protest. I am speaking largely of 
the public reaction. 
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The Cuarrman. Well, that is a very vague statement. What kind 
of public? You mean there are people who, in defense of our criti- 
cism of Pakistan, have said, “Well, you have given aid to India.” 

Mr. Rountree. Very often. 

The Cuarrman. Has the Government ever done that ? 

Mr. Rounrrer. Members of the Government have, yes. 

The Cuarrman. I would like to see that. Would you produce the 
evidence ? 

Mr. Rountree. I think I can, yes. 

The Cuatrman. I would like to see it. I would like to see just 
how reasonable they are. 

(The following information was subsequently supplied for the 


record :) 
PAKISTANI CRITICISMS OF U.S. Arp TO INDIA 


Criticism of U.S. aid to India as releasing Indian resources for an arms 
buildup against Pakistan has been a recurrent theme for many years both in the 
Pakistani press, in public statements by Pakistani leaders to American audiences, 
and in private conversations of Pakistani leaders with American officials. 


1. PUBLIC STATEMENT TO AN AMERICAN AUDIENCE 


After presentation of his credentials to President Eisenhower on March 23, 
1959, the new Pakistan Ambassador told American newsmen, according to United 
Press International, that the discussion did not “deal with Pakistan’s chronic 
disputes with India or Pakistan’s concern about large scale U.S. economic aid 
to India.” 

2, PUBLIC STATEMENTS BY PAKISTANI LEADERS IN PAKISTAN 


The Prime Minister Malik Firoz Khan Noon on March 8, 1958, told Parliament: 

“Since [Partition] India has spent on armaments every year four or five 
times as much as we have spent, including the American aid, with the result 
that even today the Indian defense forces are four to five times that of Paki- 
stan * * * America has given us arms and aid; we are grateful to them. But 
I hear rumblings that from 1959 they probably want to stop our military aid. 
I am sure if they do that, it will be under pressure from India * * * Even if 
we have to spend half of our foreign exchange on paying for armaments to 
defend our freedom, we will do it.” 

Opposition leader Mian Mumtaz Daultana at the same session said that India 
was enabled to arm itself on the basis of the economic aid given from West and 
that it was India which had shattered the balance of power in the area. 

In the parliamentary debate on foreign policy on September 4, 1958, opposition 
leader Chaudri Mohammad Ali maintained that India was using mounting 
Western economic aid to replace funds used to build up its military machine 
with the eventual objective of attempting to crush Pakistan. 


3. PRESS STATEMENTS 


The New York Times on April 30, 1959, carried a story by Elie Abel from 
New Delhi on Tibet which contained the following paragraph: 

“In Karachi a visitor hears the complaint that the United States is strengthen- 
ing India indirectly. Although the aid program is entirely economic, the Paki- 
stanis insist that every shipment of wheat and every dollar lent frees other 
Indian resources for the purchase of arms.” 

The Karachi daily Dawn, formerly pro-Muslim League, and now virtually a 
mouthpiece for the present regime, has repeatedly charged that a substantial 
part of U.S. economic aid to India has been diverted to military purposes. 

In an editorial published on January 29, 1958, Dawn stated: “It may be argued 
that Bharat [India] is receiving only economic aid whereas Pakistan and other 
Baghdad Pact powers are being also given military aid, but that would be 
extremely misleading. Bharat is spending huge sums of foreign exchange in 
buying the most modern fighter and bomber planes and other arms and equip- 
ment for offense and defense, and the gap in its economy thus deliberately 
created with the sole object of military expansion, is being more than made 
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up by foreign economic aid which flows into that country, notably from the 
United States.” 

In an editorial believed officially inspired and entitled “A Challenge and a 
Warning,” on February 25, 1959, in discussing the Kennedy-Cooper resolution, 


Dawn stated: “If the move [for joint action to insure the fulfillment of the 


Indian 5-year plan] succeeds, Bharat, which is already spending huge sums of 
money on offensive weapons and military equipment will be further assisted 
by the United States-Pakistan’s ‘ally’—to gain complete and overwhelming 
military superiority over Pakistan.” 

In the same editorial the paper alleges that: “quite a sizable portion of the 
American ‘economic’ aid which Bharat has already received has been diverted 
to the purchase of arms.” 

Following the Canberra bomber incident, Dawn asked editorially on April 12, 
1959, whether or not “those powers which are selling Canberras to Bharat or 
giving her handsome aid which she can convert to military purposes [will] see 
to it that their favorite in New Delhi does not needlessly provoke a crisis in 
this part of the world out of sheer cussedness.”’ 

On April 30, 1959, the same paper stated that Prime Minister Nehru “is 
feverishly increasing Bharati military strength and diverting for that purpose 
millions of American aid dollars given for economic development.” 

An Associated Press of Pakistan (APP) story appeared in the Times of 
Karachi on April 22, 1959, comparing the amount of IBRD loans to India and 
Pakistan. After stating that such loans to India have been five times the 
amount of those to Pakistan, the statement was made that “Pakistan, how- 
ever, suspects that out of the total loans and economic aid going to India, she 
is indirectly utilizing these funds in increasing her military strength, which 
at any stage might take a shape of aggression against Pakistan.” The APP is 
influenced and subsidized by the Pakistani Government. 

In the Pakistani press reaction to Prime Minister Noon’s speech on March 
8, 1958, the themes most often stressed in editorials were the iniquity of U.S. 
economic aid to India and the sale of arms to India. Regarding the U.S. loan 
to India at that time most Pakistani papers complained that it paid better to be 
neutral than to be an ally of the West and asserted that U.S. economie aid to 
India only released other financial resources for purchases of military equipment. 


MILITARY AID TO PAKISTAN QUESTIONED 


Mr. Rovunrrer. I can only say this: I do believe that our military 
aid program in Pakistan was a well considered program, and I per- 
sonally think it has not been a mistake in spite of all the considera. 
tions, but I do not think 

The Cuatrman. You think the results in Pakistan have been out- 
standing? When you look at Pakistan today, are you proud of 
what you have done over there ? 

Mr. Rounrrer. I think the decision to extend military aid to 
Pakistan was, in the circumstances, the right decision, yes, sir. I 
firmly believe that. 

The Cuarrman. And it has been successful ? 

Mr. Rountree. In large measure it has been successful. 

The Cuatrman. You do think so? 

Mr. Rountrez. Yes. That is not to say——— 

The CHarrmMan. That is an amazing statement to me. What has 
it succeeded in doing? Pakistan can’t support a democratic system. 
They are in the worst economic condition of anybody in that area, 
aren’t they ? 

Mr. Rounrrer. They are in a bad condition, economically. The 
bright part of the picture is that they are really trying to do some- 
thing about it. 

The Cuarrman. You mean they mean well ? 
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Mr. Rountree. I do not believe that the economic situation in 
Pakistan would be brighter if we had not undertaken our military 
program, Senator. ne 

The CuairMan. You don’t think it would be better if the money 
you put into the arms had been put into economic development? 

Mr. Rountree. It depends upon how much the Pakistanis would 
then have had to devote of their own resources to maintain a military 
force which they required which they considered essential for their 
purposes. 

Moreover, I think we have to take into account the circumstances 
which led to the decision by agreement with the Pakistanis to under- 
take this program, circumstances including the fact that Pakistan 
began as a stanch member of the collective security organization 
against the threat of international Communism. 

The Cuatrman. You couldn't afford to acknowledge the mistakes 
made, so there is not much point in arguing with you. 

I have been handed a note that there is going to be a vote, and I 
will have to leave. 

Senator Morss. They haven’t rung the vote bell yet. 

The Cuarrman. Pardon me for interrupting you. 

Senator Morse. Oh, no. I am glad you interrupted me. I am 
almost through. I wanted your statement on Pakistan, Mr. Secretary. 


DEFINITION OF DEFENSE SUPPORT 


The one thing that I think is a little confused in this record still is 
the nature of defense support. 
The other day, Senator Sparkman read from the law what defense 
support is, and I will insert it at this point in the record. 
his is what is binding upon us in the Senate. This is section 131 
(a) of the law: 


The President is hereby authorized to furnish, to nations and organizations 
eligible to receive military assistance under Chapter I, or to nations which have 
joined with the United States in a regional collective defense arrangement, com- 
modities, services, financial and other assistance specifically designed to sustain 
and increase military effort. In furnishing such assistance, the President may 
provide for the procurement and transfer from any source of any commodity or 
service “including processing, storing, transporting, marine insurance, and repair- 
ing” or any technical information and assistance. 

The Senator from Alabama, as the record will show, made the point 
that defense support is inseparably hitched to military support; its 
origin, its roots are in the military assistance program; that it is part 
and parcel of military support. 

And without military support, which you provide these countries, 
there would be no need for defense support. Therefore it is a bit 
confusing when various witnesses from the administration come before 
us, and would have us treat defense support as basically economic 
support, when, under the terms of the law, it seems compelling to us 
to reach the conclusion that it is a form of military support and in- 
cludes, for example, such items as compensation for the pay of the 
military personnel in some of these countries. 

It is economic support, too, but it is directly hitched with military 
support. 
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So we get into an argument here in the committee that I would like 
to reduce to a minimum, because it is so desirable that we move for- 
ward with a maximum amount of unity in support of those phases 
of the peer we can agree upon. 

And yet again this afternoon in this testimony, if my ears did not 
deceive me, you gentlemen look upon defense support as economic 
support, economic aid, when there 1s a substantial body of opinion in 
this committee—I speak only for myself, but if I were to interpret 
the attitude of the committee, it would also be the opinion of the ma- 
jority of the committee—which takes the position that defense sup- 
port has really to be considered as military support. 

Now I have made these observations because I think you gentlemen 
ought to have the opportunity to make an oral statement now and to 
file a written statement later on this. It seems to me we are dealing 
with definition. 

I don’t ever like to argue over questions of fact. I like to try to find 
out what the facts are. But it has implications of supplying some 
basis for the contention of those that want to make the argument— 
and I prefer that the argument not be made—that the administration, 
in submitting these proposals, is seeking to use definitive tactics to 
create the impression that military support is not as high as it really is. 
I don’t like to engage in that kind of debate. 





NATURE OF DEFENSE SUPPORT 


I think it is much better that we always make clear that this is mili- 
tary support for hardware, for jet planes, for vessels, for military 
implements, and attached to it is additional support that assists in 
purchasing land for missile tracking, that pays for the soldiering, 
that supplies economic sinews for maintaining a military establish- 
ment over and beyond what a country could be expected to otherwise 
maintain, and maintains the larger establishment only because she 
wants to join with the United States in a united effort against the 
spread of communism. 

I am raising this, gentlemen, because I think you are making a mis- 
take in the way you are defining defense support and the variance 
that we get among your own witnesses. 

Secretary Robertson was up here the other day. I had to leave for 
the debate on the floor. Unless his testimony was changed after I 
left the room, and I don’t think it was, he verified the definitive posi- 
tion that I am now putting into the record once again: That defense 
support is part of military support. Right or wrong? The staff can 
check me now because they heard all of his testimony. Is that what 
the record shows, Mr. Holt ? 

Mr. Horr. My recollection is he said defense support was economic 
assistance given for a military purpose. 

Senator Morse. Let the record speak for itself. I think that was 
part of the discussion, too. But I think he went on to point out that 
it was given only because of the military program that was provided 
X country, and that without that military program, there would be no 
need for defense support; therefore, the two are inseparable. 

I don’t know whether I am making myself clear as to the problem 
I seek to raise, Mr. Secretary. I will try to brief it once more. 
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I raise with you gentlemen this question: I ask, from the standpoint 
of steering this bill through the Senate, is it not more desirable than 
you have seen to date to make it, to make crystal clear that your mili- 
tary aid figures and your defense support figures ought to, in your final 
summary, be added together as the total cost of the military aid 
program ? 

Your economic aid program or any other technical assistance must 
be kept separate and distinct from a combined military aid-defense 
support program, if we are to give the American taxpayer the most 
accurate picture as to what the total cost of the military program is, 
and the total cost of the economic program. 

Mr. Rountree. There is inevitably a problem, as you put it at the 
outset, a problem of definition. I think there is less of a misunder- 
standing as to what is incorporated in the defense aid program, than 

rhaps there is disagreement as to how this should be categorized— 
whether it should be called military assistance or economic aid. 

I do not wish further to exacerbate the problem of inconsistencies in 
definition in the record of executive witnesses. But to the extent that 
there is any inconsistency in definition, I certainly agree, Senator, that 
it should be, and can be clarified. 


WHY DEFENSE SUPPORT IS TERMED ECONOMIC ASSISTANCE 


I wonder if Mr. Barrows might comment on the situation. 

Senator Morse. I would be very happy to have him do so. 

Mr. Barrows. I would like to try to. I think that Mr. Holt sum- 
marized the definition which I would like to start with. 

Defense support is economic assistance, economic in form given to a 
particular country at the time and in the amount that we find neces- 
sary to help support a particular military force. I think we can il- 
lustrate this in the case of what we are proposing for Iran. [ Deleted. ] 

We did respond favorably to the very urgent request to help the 
country build up the forces to a certain extent. 

Now this called for two kinds of assistance: a speedup of the 
delivery of certain arms, and the addition of other arms. That is in 
the mili assistance category. 

But it also imposed additional budgetary burdens on the govern- 
ment. This in turn has its effect in the economy, creating a demand 
particularly in these underdeveloped countries for an increase in 
imports, general economic imports. 

Now we could have said: 

Well, here, we will give you the weapons. That is military assistance. But 
since you are not a deficit country, your oil revenues are available, you just cut 
down your development program and you pay the additional troops. 

It did not seem justifiable in the circumstances, or wise, for the very 
reasons that Senator Humphrey explained at length. The country does 
need to continue its development program. It needs to speed it up if 
anything, so that we give additional economic assistance calculated, 
according to the increase in the budgetary burden in this particular 
case, the general economic burden usually, so that the country can 
carry the additional forces without cutting back its economic develop- 
ment effort and its various social programs which are also necessary 
to the security of the country. 
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So I return to the original definition. We try our best to stay 
with this in the varying situations we confront. Military assistance 
is end items. It is direct military aid, going directly to the forces. 
Defense support is economic assistance, usually imports of general 
value such as fuel, raw materials for industry, fertilizer, and that 
sort of thing, which give the country the additional economic strength 
that ultimately reflects itself in additional revenues. 

Now sometimes that additional strength is more revenues as a 
result of being imposed on the imports, for example. Sometimes 
we also allocate the counterpart funds derived from these imports. 
We don’t always. It depends upon the situation. I think it is clear 
enough that this is economic aid in this sense: That if we did not 
give it, the country would have to undergo a decline in its standard 
of living, or a decline in the rate of its economic growth—if we did 
not supply it. 

Senator Morsr. That is the best explanation we have had in the 
record. Iam glad that I raised the question. 


TAX COLLECTIONS IN COUNTRIES RECEIVING AID 


We get lots of criticism, Mr. Secretary, that we are giving military 
and economic aid to countries that are derelict in their own domestic 
taxing programs, and that therefore we are asking the American tax- 
payer to pay taxes that, in effect, subsidize tax dodgers in other 
countries, 

I think we need to get into the record, somewhere, now or later— 
I think perhaps it can best be done by a well-thought-out memoran- 
dum—some material that will give us the facts about this tax situa- 
tion. Let me give you an illustration or two. 

There appeared in U.S. News & World Report 2 or 3 weeks ago 
an article on tax rates in other countries. There was a table that 
showed other countries, such as France and Italy, for example, as hav- 
ing tax rates comparable to, and some countries having in excess tax 
rates of, the United States. 

The conclusion was that the tax situation, therefore, is good. 

But it has been pointed out to us that there is a hole in those tables. 
There is a great difference between tax rates in the laws of these 
countries, and collections. The amount of tax dodging in France and 
Italy, for example, is appalling. 

The amount of tax dodging, for example, by many of our Latin 
neighbors is surprising. In fact, as the chairman of the Subcommit- 
tee on Latin American Affairs, it has been reported to me from a 
reliable Mexican source that a rather humorous situation developed 
in Mexico City during the past year. 

Sears, Roebuck installed a very huge establishment in Mexico City. 
That did not seem to concern its competitors very much, but what 
did concern them was that Sears, Raabe paid its taxes; that was 
very disrupting in Mexico City. That wasn’t cricket. 

Now we, as legislators, have to be armed with the facts we need to 
meet these criticisms I have mentioned. 

Within the countries that fall under your jurisdiction—Iran, Saudi 
Arabia, and the other oil countries—what are the facts in regard 
to the criticism that one reason that the rich are getting richer—as. 
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Senator Humphrey pointed out today—is because they are not being 
taxed, that they are not paying a fair share of the cost for the domes- 
tic programs that are necessary to raise the economic standards of 
their people. 

What I am asking for is some information on this tax matter and 
some proof that there are not only adequate tax rates, but that taxes 
are collected, and that we are not supporting populations of tax 
dodgers in other countries. 

I don’t expect you to give me a full account of it, although I would 
like to have some reaction on the record. I would also like to have 
it supplemented by a memorandum because we need to know the facts 
on this situation. 


CAPACITY OF OTHER COUNTRIES TO COLLECT TAXES 


Mr. Rounrrer. There are unfortunately few countries in the world 
with the capacity of the United States, Canada, and Great Britain, 
for example, to levy and collect taxes, particularly on incomes. 

You suggested that in other countries, according to U.S. News 
& World Report, while they theoretically have high taxation, they 
find it difficult to collect under the tax schedules. 

Two of the countries that you mentioned in that connection, are 
even themselves fairly sophistic ated and highly developed countries. 
In the less developed countries, with measures of administration 
being less refined and developed than most European countries, I 
think it difficult to imagine such an effective tax collection system 
as we have in the West. 

I have no doubt that in most of the countries in my area of respon- 
sibility, a comparison of individual income tax rates plus an estimate 
of the effectiveness of collecting under those rates with comparable 
information in the United States would indicate a pretty bad show- 
ing. ‘There is no question in my mind in that regard. 

But it is a fact of life that we have to take into account that 
adequate governmental machinery, for purposes such as this, in many 
of these countries, simply does not exist, and they have to rely on 
direct taxation for governmental revenues to a much greater extent 
than is the case here in the United States. . 

So their effective revenue collection systems are related to more 
direct methods, customs duties, and so forth, 

But I won’t attempt here, Senator, to give you more than this 
general reaction. I am not sure what precise information we can 
submit for the record to show magnitudes of indirect taxation and 
the effectiveness in collect ting it. 

Senator Morse. Mr. Secretary, I leave it up to you. If there is 
anything you can supply us that will be helpful, give it tous. I will 
leave it up to your judgment. 

Mr. Rountree. We will reflect on it and see what information we 
can give that might be useful. 

(The following information was subsequently supplied for the 


record :) 
TAXATION IN NEAR FAst AND SoutrH ASIA REGION 


The tax systems and efficiency of collection in the countries of the Near East 
and south Asian region, many of which are newly independent and have gov- 


‘ernments that are relatively inexperienced, must be considered against the back- 


DOH AT 











646 MUTUAL SECURITY ACT OF 1959 


ground of the time it takes and the problems which must be overcome in develop- 
ing a truly effective tax system. Traditionally most of these countries have de- 
rived the bulk of their revenue from customs and excise taxes. These taxes, 
which can generally be collected at a few import points or collected from a rela- 
tively limited number of manufacturers and distributors, require only limited 
administrative skill for their effective collection. They thus effectively meet the 
first canon of taxation, to produce the revenue, even though they may be de- 
ficient on such other important grounds as equity. 

More equitable tax systems with a heavier reliance on progressive taxes such 
as the income tax have historically been slow in developing. In the United 
States, decades elapsed between the time the income tax was first proposed and 
the time the necessary constitutional amendment was passed to make the use of 
this tax possible. Additional years passed before this tax was developed and 
accepted to the point where it became the major revenue producer. The difficul- 
ties that even some of the more advanced countries have in the effective collection 
of income taxes further indicates that an effective income tax system cannot be 
easily created. 

Fortunately, in the tax field as well as others, techniques that have been de- 
veloped in the more advanced countries can be transferred through technical as- 
sistance to the less advanced countries, thereby enabling them to make these 
developments more rapidly than in those countries where they had to be devel- 
oped without previous experience. In this connection, it is important to note 
that even in the very sensitive field of taxation with all of its domestic politi- 
cal problems and overtones five countries have requested technical assistance 
and advice from ICA and others have asked for assistance from the United Na- 
tions technical assistance program. It must be borne in mind, however, that even 
with such technical assistance and the best possible efforts on the part of the 
host government the development of a modern, effective, equitable tax system 
will take many years 

Given these factors, no very useful judgment can be reached merely by 
examining the present tax structures in these countries. What is required 
for a useful evaluation is an examination of what changes are being made and 
what efforts the countries are exerting for improvement. Such an examination 
shows that in nearly every case for which reasonably reliable information is 
available, taxes on incomes and profits, even though still small in many cases, 
have increased substantially in recent years. With a recognition of how diffi- 
cult it is to increase these tax receipts in a short period of time to a level where 
they will be a major revenue source, it is also important to note what efforts 
these countries have been making to increase total revenue receipts in order to 
be able to finance the great requirements for effective government services and 
increasing developmental investment. In nearly every case the total tax receipts 
have also been increasing in recent years at a very substantial rate. 

In 8 of the 12 countries where ICA has current programs in the Near East 
and south Asia region, reasonably reliable information is available for the last 
3 or 4 years to give an indication of what efforts are being made in this field and 
what degree of success has been achieved. Changes in receipts from taxes on 
income and profits and receipts from total taxes for these eight countries are 
shown in the following table: 


Increases in tag yields 


{In millions of dollars equivalent] 




















Taxes on incomes and profits Total tax receipts 

| 1954 | 1957 Percent 1954 1957 Percent 

increase | increase 

aaa a SSO tee 

ON c. ccicieenineeteahwumimnwsews 14.7 | 27.3 55 161 276 | 25 
ie he een a aawanianighnak wees a 45.0 59.0 | 31 191 261 37 
DINNER ikon snseu pee binconcssciesssnce 40.0 65.0 | 63 | 281 405 | 44 
alli ahi Eek desicamapttiteg Actin iti oiedirel 335. 0 433. 0 29 | 1, 260 2,117 68 
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The table above, by presenting these increases in their simplest form, implies 
somewhat greater progress than has actually been made. A part of the increases 
is due to inflation which is likely to have an effect on tax collections at least 
roughly related to its effect on prices. A further part of the increase is due 
to growth in the economy; although increases in revenues due to this cause are 
desirable in themselves, they do not necessarily demonstrate increases in the 
effectiveness of the tax system. By stating the tax receipts as percentages of 
gross national product rather than as dollar amounts, these overstatements are 
eliminated and a more complete indication is given of what the real changes 
in the effectiveness of the tax system have been. The following table presents 
the increases in this form. 


Tages as a percent of gross national product 


Taxes on incomes and | Total tax receipts, per- 


profits, percent of | cent of gross national 

gross national prod- product 

uct 

1954 | 1957 | 1954 1957 
Bien ieten...... .s-------2-+-22- Sceundnesoe nik oe ; 10.8 | 41.2 | 110.5 | 212.3 
Ge iséccss-n-- pane se 4.2 4.9 18.0 | 22.0 
Greece. . 2.0 | 2.4 14.7 | 15,0 
EE culos a wegen inn aes aie 15 | 1.6 | 5.5 | 7.8 
ae ‘ att cupiebatas das * at 9 7.6 15.5 
Israel pedenenncterenennsessee= — 6.7 | 8.0 | 19.0 | 25. 0 
Pakistan - ey 1.0 8.4 | 6.5 

2.8 3.5 | 13.3 | 13.8 


Ai iets dhs encloniericnin ieemiinsniesinsies-anepibiad 8 | 


1 November 1955. 
2 November 1958. 


In every case but Pakistan, both income taxes and total tax receipts have 
shown gains in the basie sense of collecting a larger proportion of gross 
national product. In some cases, even though the share may still be relatively 
small, the rate of increases has been very substantial. This is particularly 
encouraging in cases such as Afghanistan, Iran, and Turkey where, despite the 
tradition of refraining from maintaining accurate records, taxes on incomes 
and profits have succeeded in the short space of 4 years in increasing the per- 
centage share from gross national product by about a quarter in two cases and 
one-half in the third case. Despite the relatively low level of the absolute 
amounts, this upward trend represents significant progress. 

The performance in Pakistan for the period for which fairly firm information 
is available is far from encouraging. This is due in part to the failure of the 
economy of a whole to show any significant improvement over the period. How- 
ever, Pakistan is now taking firm measures to improve its tax system. 

Since the advent to power of President Mohammed Ayub Khan, the Govern- 
ment of Pakistan has announced a new tax policy. Although the latter provides 
for a series of tax concessions, its primary purpose is to yield more revenue 
and to provide incentives for increased production and investments. By in- 
troducing a tax reform and a simplification of the existing system, the Govern- 
ment’s purpose is to have more effective tax collections with lower rates, rather 
than widespread tax evasion and inefficient collection of taxes with theoretically 
higher rates. The tax reductions involved have been announced as a step in 
meeting the country’s basic and financial problems. The budget speech of the 
Minister of Finance and the white paper published at the same time as the 
interim budget for April—June 1959 clearly indicate that the Government expects 
to use fiscal policies in order to fight inflationary pressures, to reduce consump- 
tion, and to increase investments. At the same time, hard work and a willing- 
ness to bear sacrifices are stated to be requirements .“to assure a better future.” 

To the extent that the new policy has been applied—part of the new measures 
were announced only on March 31, 1959—the experience gained during the past 
6 months has corroborated the expectations of the Government of Pakistan. 

Within the framework of a series of martial law regulations, the Government 
required the filing of income tax returns on undeclared income over the past 
5 years at concessional rates. This measure alone yielded the equivalent of 
US$63 million. 


Laas bal 











648 


MUTUAL SECURITY ACT OF 1959 


TAX ADVISERS SUPPLIED UNDER TECHNICAL COOPERATION PROGRAM 


Mr. Barrows. I certainly would like to say that on the question of 
tax rates, Senator, there have been no cuts in the countries in this 
region. There were two of them that made adjustments, but the 
net effect was to increase their revenues. 

The second observation would be that many of these countries rely 
very heavily upon import duties and other taxes, excise taxes, in 
effect. I think that one of the hopeful signs, however, is the number 
of times we are asked to supply help in the technical cooperation 
program in the form of tax advisers, and I know in some detail the 
story in Greece, for example, where our work began much earlier. 

I remember, for example, when partly on our advice the Greek 
Government began to require storekeepers to keep accounts. It 
was regarded as a great invasion of individual liberty. But it 
was a first step in beginning to get a tax base. 

There is another problem peculiar to ceitain countvies in Europe, 
and Greece is one ot them. ‘They have an income tax that they call 
an analytic tax. People reported their revenue of different kinds 
to different authorities. Nobody put it together, and even though 
they would impose a surtax, the administration of it became impos- 
sible. 

So one of the things that we used to recommend, that many advisers 
recommended, was a synthetic tax, a combined return. I think we 
had tax advisers at various times over 7 years in Greece who worked 
with many governments before they finally succeeded in overcoming 
the political opposition to adopting a synthetic tax. 

Now I don’t know how good their record is now, and I don’t know 
what this article that you referred to said about Greece. But I 
know it is much better than it was, and it reflects a sense of respon- 
sibility on the part of the Government. 

There are other evidences like that that we know from our technical 
assistance experience. 


NECESSITY OF PROCEDURAL CHANGES IN MUTUAL SECURITY PROGRAM 


Senator Morse. I want to say for the record that this closes my 
questioning for today, and I want to make this parting comment. 

First, I want to thank you gentlemen for the wonderful coopera- 
tion you have extended in answering the questions of all members 
this afternoon. 

I want to assure you also that my feelings about the procedures 
involved in this program in no way reflect any personal feeling 
toward you gentlemen as individuals. I have the highest regard for 
the public service you render. I have to be completely impersonal 
about these things as far as my attitude toward procedure is con- 
cerned. 

I am greatly disturbed and alarmed about the procedures that are 
developing in the Government of my country. As long as those 
procedures exist, you gentlemen, as administrators, are bound by 
them. 

For the most part these procedures that I am objecting to are per- 
formed at levels of much higher echelon than you gentlemen repre- 
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sent, and I would not want you to think that my statements here this 


afternoon implied any personal criticism of a single one of you. 
I have every reason to believe that if we had different procedures, 
ou would carry out your obligations under those as much as you do 
under the ones that I am objecting to. 

My record, based on 15 years in the Senate in supporting military 
and economic aid, speaks for itself. I was the first in the Senate, and 
within 15 minutes after the joint session at which President Truman 
enunciated the Truman Doctrine, to take the floor of the Senate—Il 
was then a Republican—and pledge my support to the President. 

You will see in the Congressional Record it was the only voice 
raised that day; it was perfectly clear to me that that was the step 
that had to be taken, if we were going to stop the Communist ad- 
rance. 

And so with this kind of a record in support of our defenses against 
communism, it is not a happy role for me to criticize some of the 
procedures of this program. 

J am going to do what I can to get those procedures changed, be- 
cause I fear for the future of democracy if we continue to strengthen 
the procedures that keep from the people of this country the facts 
that I think they are entitled to know about their own foreign policy. 

It represents, of course, a deep political philosophy on my part and 
on that particular issue I shall be perfectly willing to draw the issue 
in the debate that is about to take place in the Senate. 

1 am hopeful—I haven’t had a chance to read the transcript yet, 
but I am hopeful—that some of my colleagues on the committee were 
successful yesterday in at least making clear the issues to Mr. Dillon, 
for whom I have nothing but enthusiastic regard, but who, under 
the circumstances, is carrying out a procedure that I think is inimical 
to the best future interests of my country. 

I tell you to keep that in mind as this debate proceeds, as you may 
find me at variance with you. It will be not on a matter of the sub- 
stance of aid, though it may be on certain amounts, but as far as 
principle is concerned, it is going to be in respect to the procedures 
that, we follow. 

For example, we spent I think some $240,000 in the last 3 years for 
analysis by experts—whose expertness was recognized at the time by 
the State Department itself—of our military and economic aid pro- 
grams. They came forward with some well-thought-out recommen- 
dations, which incidentally this committee is in complete agreement 
with. 

But interestingly enough, we haven’t put them into legislative effect. 
One of the things that impressed me about those reports was also 
their findings in regard to the need for procedural reform. 





NEED FOR ACCESS TO EVALUATION REPORTS 


I am particularly unable to understand why the State Department 
feels that we should sit here and vote money on its recommendations 
and feel that it is justified in keeping from us evaluation reports 
which are essential, if we are to be intelligent judges of the program 
itself. 
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I have occupied various quasi-judicial positions, and I know the 
importance of having before me, before I render a decision, not only 
all the political facts, but the evidence that bears upon those facts. 

That is why I am completely at a loss to understand why the State 
Department does not want to take us into its confidence in regard to 
evaluation reports. 

I only want to say you are losing an ally. I think the best allies 
you have are right around this table. But you owe to us the in- 
formation that will help us to help you correct the mistakes that are 
made, and help us answer the critics about the mistakes and give 
proof that steps are being taken to correct them. 

But you can’t do it without evaluation reports. I, for the life of 
me, am at a loss to understand how the State Department can take 
the position that these are privy. 

They are just part and parcel of the administration of the pro- 
gram, and I don’t see how are can be privy in the administra- 
tion of a program financed by tax dollars that Congressmen and 
Senators appropriate. 

If I ever get enough time to go back to the most fascinating oc- 
cupation of the academic, I am going to write a book on that subject. 
We need a restatement, it seems to me, of the whole separation of 
powers doctrine, and that is what is involved here. 

No one would protect a President of the United States in his 
Executive powers specifically granted him in the Constitution more 
than I. But I am not going to let any President turn them into an 
elastic band or into a canopy that would cover up what I consider to 
be the misuse of executive power. 

I think you are heading for trouble in this debate, if the state- 
ments of Mr. Dillon yesterday have been properly summarized in the 
briefing I have had, if you are going to keep from us the evaluation 
reports. 

With that I close, but give you an opportunity to have the last 
word, if you would like to say something. 

Mr. Rountree. Thank you very much, Senator. I particularly 
ae your earlier comments about our testimony here today. 

did not comment specifically upon the question of evaluation 
reports which se mentioned initially at the time of your first ques- 
tion, nor do I think it would be particularly useful for me to comment 
on it here, because it is a matter which t know you have taken up 
with Mr. Dillon on a basis much broader than that applying only 
to the Near East. and south Asia, which is my own area. 

I am not fully informed of the discussions of this matter yester- 
day, and with your permission, I will leave it to my superiors to 
pursue this aspect to the extent that it is yet unfinished. 

Senator Morse. That is perfectly proper and acceptable to me. 

Thank you very much. 

(Whereupon, at 6:40 p.m., a recess was taken until 10 a.m., the 
following day, May 14, 1959.) 
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